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BIOGRAPHICAL SUMMARY 


Richard A Bilas was bom in Passaic New Jersey on February 3 1935 His 
parents were Nestor Joseph Bilas who worked for St Regis Paper Company as Assistant 
Treasurer and Helen Evelyn Smith Bilas Richard attended primary school in Rutherford 
NJ and Teaneck NJ and he attended Jumor High and High School in Teaneck NJ As a 
youth he was active in baseball and academics 

He received an A B degree in Mathematics from Duke University m 1956 For 
three years following graduation he was employed by St Regis Paper Company Richard 
then entered graduate school at the University of Virginia m Economics and he received 
his Ph D m 1963 He taught at the University of Southern California and then served as a 
Fulbnght scholar to the Philippines On his return to the United States he taught at 
Georgia State University and the University of Colorado 

In 1970 Dr Bilas jomed the faculty as Chair of the Department of Economics at 
the new CSU Bakersfield campus Subsequently he became the E C Reid Professor of 
Economics at CSUB Dr Bilas is the author of three books and numerous articles in 
scholarly journals He is also a member of various economic organizations including the 
Mont Pelenn Society 

In 1987 George Deukmejian appointed Richard A Bilas to the California Energy 
Commission (CEC) beginning in March 1987 he was reappointed m January 1992 He 
filled the economist position until 1995 At the CEC Dr Bilas served as Presiding 
Member of the Intergovernmental Relations Committee and on the 1994 Electricity 
Report Committee the Air Quality Committee and the 1992 Electricity Report Standing 
Committee Also he was Second Member of the Fuels Report and Planning Committee 

In 1995 Dr Bilas accepted a faculty position at the Sarkeys Energy Center at the 
University of Oklahoma in Norman He remained in this position for approximately one 
year when Governor Pete Wilson appointed him as a commissioner with the California 
Public Utilities Commission (CPUC) in January 1997 Dr Bilas became President of the 
CPUC in 1998 and he served in this position for two one year terms He was the last 
elected President of the CPUC and he served at the CPUC until resigning in March 2002 
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In addition to his work at the CEC and CPUC Dr Bilas also served as a member 
of the United States Department of Energy steering committee to coordinate federal and 
state energy emergency activities an advisory committee member of the University of 
California s Program on Workable Energy Regulation and the Western Economic 
Association s Contemporary Issues editorial board 

In Mendocino California Richard Bilas serves as the President of the board of 
the Mendocino Art Center and the treasurer of board of the Community Foundation of 
Mendocino County He has three children (Cathy Ann David Allen and Ami Lianne) and 
is mamed to Janet Lianne Hams Bilas 
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[Session 1 June 17 2003] 
[Begin Tape 1 Side A] 


CASTANEDA 


CASTANEDA 

BILAS 

CASTANEDA 


This is an oral history interview of Dr Richard A Bilas for the 
California State Government Oral History Program and it s June 17 th 
2003 We are conducting this interview at Dr Bilas home in 
Mendocino California 

O K Thank you for agreeing to participate in this program 
Chris it s a pleasure I m looking forward to it 
We d like to start off by asking you about your background and really 
just starting off at the beginning Can you tell us where you were bom 
and talk a little bit about where you grew up 9 
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I can start out like Bill Cosby In one of his comedy albums he started 
by saying I started out as a child I was bom in Passaic New 
Jersey on February 3 1935 so I was a depression baby an only child 
My parents interestingly were formally mamcd in a church but they 
had eloped pnor to that I just found out about six months ago as a 
matter of fact So they must have really loved each other 

My dad was a businessman My mom was a homemaker My 
mom was very concerned about my doing well in school I remember 
very vividly when I was a sophomore in high school I took a course 
in biology and I think my mother knew as much biology as I knew by 
the end of the school year because she tutored me in biology and she 
knew nothing about it She was a high school graduate but she made 
sure that I learned everything from A to Z because she wanted her son 
to go to college and wanted her son to go to a fine college My dad 
felt the same way 

I was spoiled They literally gave me just about everything that a 
kid could want My dad was concerned about my development as an 
athlete He played a lot of sports when he was a kid In fact he 
played in the early semblances of professional basketball on the East 
Coast and so he wanted to make sure I was a decent athlete In high 
school I was in the Honor Society and I was able to play both varsity 
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baseball and varsity basketball I loved basketball more than baseball 
but I was a better baseball player I was a pitcher and m my semor 
year in high school which would have been 1951 52 I was third team 
all state pitcher and had my heart set on becoming a major league 
pitcher When I went away to college I hurt my arm m my freshman 
year so sore arm pitchers don t go very far m the real world 

But I can honestly say I had loving parents Unfortunately my 
mom died at a very early age She died before I graduated college 
She had breast cancer and was diagnosed in February of 1955 and she 
died before Christmas of 1955 Fortunately it was quick and as 
painless I guess as possible So she missed seeing me graduate 
college which is something that I ve really always regretted because 
she did work hard with me in high school And she failed to see me 
get married and I married my high school sweetheart My mom did 
approve of her which was really very nice I think when it was time 
for her to die she figured that I was in good hands and I have been 
because this June 23 we will have been married forty seven years 
My dad became an executive with the St Regis Paper Company in 
New York City and quite a successful one not a high level executive 
but one that had a title and had a pretty good salary and had a company 
car and what have you 
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So there s nothing that I lacked as a child I was not a Boy Scout 
I was a Cub Scout was a member of the YMCA We went away in 
summers on summer vacations We had a little cottage on the coast in 
Long Island and managed to spend six or probably ten summers nght 
on the beach That s where I learned to play baseball as a matter of 
fact 

Where on Long Island 9 

It was technically Brooklyn It was the westernmost point of Long 
Island which would put it in the borough of Brooklyn It was a place 
called Rockaway Point which was kind of an interesting little colony 
Now you have to remember this would have been the forties It was 
a private colony where you had to be a white Anglo Saxon but you 
didn t have to be a Protestant In fact most of the people there were 
Roman Catholics Irish Catholics from Brooklyn No blacks no Jews 
Anybody that looked like he or she was not an Irish Catholic or a real 
WASP was not permitted in It was quite selective 

We bought a little cottage there and every summer when the day 
school was out until the day before school began we d take off spend 
the summer there My dad would commute into the city I was 
brought up in New Jersey so we d go from New Jersey to Brooklyn 
every summer The commute for my dad was the same didn t matter 
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coming from New Jersey to central New York City or from the most 
western part of Long Island or that part of Brooklyn into the city was 
no problem for him 

He just wanted to make sure my mother wanted to make sure that 
they gave me the best they could afford And they did I m always 
most appreciative 

I want to tell one story that I think to me is just absolutely 
priceless When I was entering my senior year m high school I really 
decided that I wanted to go to Duke University I knew it was a really 
good academic institution and it had a very good baseball program 
There was a fellow that is now in the—I m not sure he s in the 
Baseball Hall of Fame or not but Dick Groat was a shortstop for the 
Pittsburgh Pirates and was the most valuable player in the either late 
fifties or early sixties I think the year the Pirates won the World 
Senes And so I knew of Dick Groat and so that turned me on to 
Duke and I really wanted to go there 

I guess it was like October of 1951 which would have been the 
first part of my senior year in high school we had a night where 
college representatives came to the high school to talk about their 
colleges As a member of the Honor Society I was told by the vice 
pnncipal that I had to be there for two sessions There were two 



6 


sessions that night like seven to quarter to eight and eight to maybe 
quarter to nine I had to be there to introduce a representative from 
colleges a college the first session a different college the second 
session 

My mother knew about this I smile as I say this because my 
mother was a determined lady If she wanted something for me by 
golly she got it She found out that the director of admissions from 
Duke University was going to be the Duke representative and so she 
went trucking up to the high school and sat down with the vice 
principal and said My son will introduce the director of admissions 
from Duke University m both of the sessions at this college night 
The vice principal said Well okay if that s what you want Mrs 
Bilas and she went trucking home 

So I introduced E B Witherspoon who was the director of 
admissions at the time and when I got home from that night my 
mother said to me How d you do 9 

And I said I m going to Duke And a big smile came on her 
face because she knew that s where I wanted to go and she made dam 
sure that by the time that mght was over I got talked in If there was 
any talking that was necessary I got talked into going to Duke And 
all I had to do was submit an application and within six weeks I was 
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admitted to Duke She was a very proud lady and I think it just shows 
how what I wanted she worked for as long as it was in the parameters 
that she had set up and that my dad had set up 

That s an amazing story It s interesting about your background This 
is sort of an aside we can edit it if we need to But my dad grew up in 
Brooklyn He s a couple years older than you but also played baseball 
and was a pitcher So you might have played against him 
Well might have because there were a couple times in the summer in 
the summer league—well it wasn t a summer league It was just sort 
of summer sandlot ball at Rockaway Point which is the place we 
stayed We only played a couple games a year and I played with a 
group of guys that always played older teams made up of kids that 
were older When I was a freshman m high school I was pitching 
against guys that were seniors and freshmen in college I pitched one 
game where we played a scoreless tie against a really good team The 
next weekend I was asked by the guys I played against Some of them 
were on a different team in Brooklyn 

I managed to pitch at the Brooklyn Parade Grounds which your 
dad probably knows of because the parade grounds were very close 
then to Ebbets Field which is now apartment houses So I was able to 
pitch in the parade grounds which was a real honor They had a really 
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good league at the time This would have been probably the very late 
forties 48 49 50 around there So ask your dad about that 
Yes What was the name of the high school that you went to 9 
Went to Teaneck New Jersey high school It s a little community in 
North Jersey just about six or seven miles from the George 
Washington Bridge As a matter of fact Janet my wife and I both 
grew up there went to high school together We dated in our senior 
year in high school I m proud of this although I shouldn t be It 
probably shows my social immaturity I ve had one date in my life I 
dated the lady that I married I ve never dated anybody else 

Now she played the field but when I was away at college she 
went to nursing school and we stayed together I gave her my 
fraternity pin in college and we got engaged in my senior year and got 
married two weeks after I graduated college 
What year did you meet her m your high school 9 
I actually met her in jumor high school 1946 in the seventh grade 
We were in the same homeroom But we started dating nght around 
Thanksgiving time 1951 
And her name 9 

Janet So we ve literally been a couple since 1951 That s a long 
time That s a half century plus 
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Congratulations 

[Laughter] That s what a lot of people say And she was very helpful 
to me through college and throughout our entire adult life 

But baseball was very interesting to me In fact just for what it s 
worth and I don t know whether you want to dwell on this or not but 
when I graduated high school at the time you didn t have 
sophisticated scouting staffs then with the various major league teams 
You had some Somebody that was really good that really attracted 
attention the scouts would come out but a person really had to be— 
you strike out twenty one in a seven inning high school game and all 
of a sudden the scouts find out about it 

But it wasn t really till after high school that I attracted the 
attention of a couple of scouts I pitched for a semi pro team This 
would have been probably July of 52 after I graduated high school 
Pitched against the Fort Monmouth army team and Fort Monmouth 
had a young guy on it that had pitched for the New York Yankees and 
joined the army got into special services to keep from going to Korea 
and his name was Whitey Ford I pitched against Whitey Ford and 
the Fort Monmouth team beat our semi pro team I think the score 
was five to two But I struck out seventeen and Whitey Ford struck 
out fourteen After the game he come up to me—I m a lefthander— 
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and said Lefty that s the best game anybody s ever pitched against 
me since I ve been m the army 

The next day a Yankee scout was knocking on our door and my 
dad said No he s going to college He s going to Duke 
We 11 follow him at Duke 

Well he hurt his arm when he was a freshman so that was the end 
of my baseball career 

I m sorry to bring this up again but it s an amazing coincidence 
because my dad he went to Drew and he played semi pro for—I don t 
know the team—but he said it was in the Baltimore Oriole division 
Is that right? Some of the semi pro teams had sort of a loose 
affiliation with some of the major league teams 
Yes something like that 

Your dad went to Drew University You know that Drew University 
was supposed to be Duke University The Duke family was looking 
for places to put money and they were down to I guess two schools 
They had narrowed the list down One was Trinity College in 
Durham North Carolina and the other was Drew University in New 
Jersey Drew didn t want to get associated with tobacco money and 
so the money went into Trinity College which became Duke 


University 
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That s fascinating Very interesting 

You mentioned that your mother was sort of tutoring you in 
biology 

She wasn t tutoring me She just made dam sure that when it came 
time for final exams there wasn t anything that I didn t know about 
biology because she made me go through that book page by page and 
she quizzed me page by page So she was learning biology as a tutor 
She didn t know biology from baking a cake but she learned it 
because she wanted to make sure that I knew it The only thing she 
couldn t do it with was plane geometry That I had to leam on my 
own 

But she tutored me in English when I had trouble m English and I 
did have trouble My aunt was a high school English teacher in Port 
Chester New York We d go trucking up to Port Chester New York 
for a weekend and my aunt would sit me down in a comer and say 
Here s what this means and here s how you do it So my mother 
would make sure that I got the right special help if I needed it But she 
couldn t do anything in plane geometry That was her downfall 
You played sports in high school Did you have academic interests in 
high school or were your interests more in sports 9 
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I was in the Honor Society both the Junior Honor Society and the 
Senior Honor Society and I think I graduated twenty third in the class 
of about 330 But it was a class where almost every kid went to 
college It was a really superior high school 

I had academic interests in the sense that my mom and dad wanted 
me to do well because they knew that if I wanted to go to college I 
had to do well It wasn t like today where you have easy access to any 
college particularly in a state like New Jersey because all we had in 
New Jersey was as far as the major schools—now you mentioned 
Drew but that really wasn t a major school We had Rutgers the state 
university and Pnnceton And if you wanted to get into an Ivy 
League school or a major university you had to have good grades 
because you just didn t have the state supported schools that you have 
today And so they knew that and so they sort of drummed this into 
me 

But I had time to study and I frankly liked to study I didn t 
mind it at all I was sort of fascinated Not as a reader because I was 
not a good reader in terms of I was sort of the Classic Comic type 
reader When it came time to do a book report I read the Classic 
Comic and hope like the devil that the Classic Comic was some 
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semblance of what the book was all about I didn t start reading till I 
was in college quite frankly 

At Duke you went on to get a bachelor s degree m math 
Yes 

You were saying m high school the one subject you really had to work 
on yourself was math Do you think that had anything to do with if 7 
Yes I think it did In the eighth grade I had some trouble with eighth 
grade algebra and my mother made sure that I got tutoring from the 
teacher It didn t come easy to me A lot of people think you major 
m mathematics you ve got that kind of mind that somehow is 
analytical I think mine was more acquired I worked hard at it but I 
really liked it 

I had a very good math teacher in high school We had an after 
school class m differential calculus my senior year in high school I 
took analytic geometry trigonometry really advanced algebra in high 
school plus that afternoon special class—didn t get credit for it—in 
differential calculus Now remember this is back m the early fifties 
and that was unheard of then 

So when I went to Duke you had to take placement exams for 
foreign language and for mathematics In the placement exam for 
mathematics I qualified for first year algebra which was a pretty big 
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thing They had two college algebra courses course one and course 
two let s call them And I qualified for course two Some of the kids 
that came into the engineering school qualified immediately for 
analytic geometry and introductory calculus I didn t I wasn t that 
high enough placed But walked into my algebra class and looked at 
the book and said Oh jeez this stuff is really easy because it was 
the same book I used in high school So the first college algebra 
course was a snap 

The next semester I guess I took my first course m calculus and I 
had done some calculus in high school When it came time m my 
sophomore year to declare a major I said This is not a bad thing to 
major in I work hard at it but I can do it So I majored in 
mathematics as more expediency than anything else It was not that I 
was going to go on to become a math professor I never could have 
made in mathematics but I had Asm almost all my math courses in 
college But I had to work at it 

Were there other subjects that you were considering majoring m at that 
point 9 

If I had it to do over again Chris again you re much younger than I 
and higher education has changed tremendously over the fifty years 
that I ve been associated with it as a college freshman m 52 When I 
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was a freshman in college m order to get into medical school all you 
needed was a year of biology a year of chemistry and a year of 
physics That s all you needed You could apply to a medical school 
and if you had those three courses you would take an exam and you 
could be admitted to medical school without an undergraduate degree 
My dad had a good friend who was a medical doctor and midway 
through my freshman year my dad called and asked me if I wanted to 
go to medical school I don t have any desire to go to medical school 
I wasn t at all interested But I was only seventeen years old as a 
freshman I graduated high school when I was seventeen years old 
didn t turn eighteen till the second semester of my freshman year in 
college as I was too young to really understand 

But looking back on it I probably should have said yes because 
this friend of my dad s probably could have gotten me into medical 
school at the end of my sophomore year But never thought about it 
No the only mterest that I really had was mathematics and I took 
introductory economics in my junior year I guess and I loved it And 
I loved it for all the wrong reasons I loved it because I could see how 
mathematics could help m an understanding of economic theory that 
economic theory can be explained mathematically And that s the 


wrong reason 
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Too many people today who are economists are really excellent 
mathematicians and they don t understand what economics really is 
all about Economics isn t somethmg that grew out of mathematics it 
grew out of moral philosophy The father of economics was Adam 
Smith who was a moral philosopher It wasn t until I really got to 
graduate school in economics that I found out what economics was 
really all about 

Interesting In college you were also playing baseball 
I played baseball m my freshman year and part of my sophomore year 
As I say I hurt my arm in my freshman year and tned I dogged it out 
in my freshman year and then tned again in my sophomore year and 
just couldn t do it just couldn t throw 

Professors who are influential on you m college anyone in particular? 
Well you re going back fifty years Yes there were two people 
whose names I remember and who were influential One was a young 
man by the name of Shoenfield He taught me the three semesters of 
calculus and he was a good teacher I don t know what kind of 
researcher he was but he made me want to learn mathematics He was 
not an impressive kind of guy He was a Casper Milquetoast type guy 
He d come to class teach his class and would happily disappear after 


class But he made me for whatever reason want to learn 
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mathematics I could tell he loved it and something rubbed off and I 
wanted to learn it 

My minor was in economics and it was because of the 
introductory courses that I took The guy that was influential was a 
fellow by the name of Frank de Vyver Frank de Vyver taught courses 
in labor economics and I wasn t particularly interested in labor 
economics but I liked him 

It was kind of interesting when I graduated in 56—I think I took a 
course in the fall of 55 and he made it known that he was going on a 
sabbatical beginning m the summer of 56 He was taking a 
sabbatical and he was going to the University of Melbourne m 
Australia on a sabbatical He mentioned this in class and I said to 
him Aren t the summer Olympics going to be held in Melbourne 
Australia 7 

And he said Yes that s why I m going on a sabbatical to 
Melbourne 

I thought This guy s a pretty bright guy So he had at least a 
lasting memory 

When I applied for graduate school both Professor Shoenfeld—or 
I think it might have been Shoenfield field or feld I think it s 
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Shoenfield FIE L-D I think both he and Frank de Vyver wrote 
letters of recommendation for me which was very nice 
Then you went to graduate school in economics 
In economics at University of Virginia 

Were you specializing in a particular type of economics at that point in 
time 9 

Yes as a matter of fact I was out of undergraduate school for three 
years before I went to graduate school When I was out of school I 
graduated m June of 56 got married In March of 57 nine months 
and three days after we left the altar our first child was bom and we 
had relatives counting on their fingers wondering how could this be 
But it was nine months and three days and Cathy was two days late 
according to calculations so Janet either got pregnant at the altar m 
some kind of a ritual that I wasn t aware of or it happened very 
quickly on our honeymoon which was ironical because her dad was 
general sales manager for Julius Schmidt Pharmaceutical Company 
who manufactured Trojans [Laughter] So we were not a good 
advertisement for her dad s product 

But in October of 57 I almost died I had a bleeding ulcer almost 
bled out I was operated on on a Sunday night It was emergency 
surgery to save my life It was after that surgery that I began to think 
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that I had to do things differently I was working for St Regis Paper 
Company where my dad was an officer and there was a lot of stress 
on me because if I did something bad it was because I was Nick s 
son And if I did something good it was because I was Nick s son I 
was damned if I did and damned if I didn t 

I could have gone up the chain but that illness when I had that 
bleeding ulcer got me to thinking differently and I reflected back on 
my days at Duke and thought that university professors had a pretty 
easy life So I said What the heck I minored in economics I know 
mathematics and there s a relationship 

So let me apply to graduate schools And I didn t know where to 
apply I applied to Duke and they were kind enough to accept me but 
they told me they didn t want to because they didn t want to have 
inbreeding even though I was a math major They didn t think this 
was a good idea 

I had applied to the University ofVirginia Don t know why But 
in 1959 the Congress of the United States passed the National Defense 
Education Act NDEA This was in response to the launching of 
Sputnik How can the Soviets be so superior to us 9 We have to get 
doctoral students And so they approved this NDEA fellowship bill 
for 1 000 fellowships but they funded 100 Three of them in 
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economics went to the University of Virginia Harry Byrd Sr was 
the senior senator from Virginia and Virginia was his university He 
was on the Senate Finance Committee and so miraculously the 
university got some of the first 100 fellowships They got three in 
economics I was the recipient of one of them but I had to do work in 
economics of underdeveloped countries All that required was taking 
a course or two m economic development and writing my dissertation 
in economic development 

I really didn t specialize in it to any great extent other than the 
mimmal requirements that I needed to fulfill the NDEA fellowship 
But the NDEA fellowship was a godsend because we had two 
children at the time and it paid a handsome stipend plus an allowance 
for wife and children plus tuition plus books While Janet had to 
work to help me through we managed to get through from an A B in 
mathematics to a Ph D in economics in three years which included 
the reading knowledge of two foreign languages and they had to be 
French and German And all I knew was Spanish so I had to learn 
French and I had to learn German and did it in three years 
I imagine German would have been difficult too if you had some 


Spamsh 
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I took French before I enrolled and took the French exam when I got 
to college and passed it right away because of my knowledge I had 
three years of Spanish in college so I could put the two together I 
spent the entire summer of 1960 eight hours a day learning German 
All you had to have was a reading knowledge with a dictionary And 
fortunately the test was in your area so that it was reading passages in 
economics So with the dictionary and reading something in 
economics if you could figure out what the passage was about you 
could wing it 

But I spent eight hours a day for the entire summer of 1960 
learning German I took the exam in September spewed everything 
out on the page that I knew and fortunately I passed the exam Had I 
not passed it I don t think I ever could have passed it because all the 
German that I knew was out on the table It was just gone It was 
gone from my brain But we got through in three years and I say 
we because Janet was a big help 

What did you do for St Regis while you were working there 7 
I was in a training program to go into sales pnnting paper sales I 
spent six months at a paper mill and literally followed a tree from the 
forest all the way through to a piece of pnnting paper which would 
have been catalogue paper magazine paper not newspnnt This mill 
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where I was didn t produce newsprint But I took six months to get 
through that 

Then I went into the city to the mam office and worked in 
printing paper sales I never became a salesman Got to the point 
where I handled all the complaints on the printing paper side Here 
was a twenty two year old guy people would call up and say I 
ordered three boxcars of such and such a grade catalogue paper and 
you sent me the wrong stuff And I had to handle that It s no 
wonder I had an ulcer 

Did your mother have her health problems at that time too 9 
She died m 55 Yes she died before I graduated college 
In graduate school were there professors that were particularly 
influential 9 

Oh my goodness Oh my goodness In retrospect Chris I could not 
have picked a better university and it was just dumb luck I mean I 
don t know why I applied to the University of Virginia I don t know 
why I received an NDEA fellowship but I studied under Friedrich von 
Hayek who was a Nobel Prize winner in 1974 I studied under James 
Buchanan who was a Nobel Prize winner in 1986 I studied under 
Ronald Coase who is a Nobel Prize winner m the late eighties or early 


nineties I listened to lectures from Milton Friedman who was a 
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Nobel Prize winner in 1976 I listened to lectures from George Stigler 
Fnedman and Stigler were on the University of Chicago faculty They 
came down to lecture I listened to lectures from George Stigler who 
was a Nobel Pnze winner That s five Nobel Prize winners that I was 
exposed to as a graduate student What better intellectual exercise 
could you ever have gone through 7 

Did listening to any of those lectures stimulate you to go to particular 
direction 7 

Yeah they did It was kind of interesting because the University of 
Virginia when Jim Buchanan came Jim was a Ph D from the 
University of Chicago and when Jim came he became chairman of 
the department and he slowly but surely molded the department m a 
way that caused some graduate students to be very disturbed 

There were thirteen of us that came in in the fall of 59 I was the 
only one who was not an econ major as an undergraduate and that was 
a blessing because I had no biases about economics But my 
colleagues had biases The biases were that what they learned as an 
undergraduate in economics was they learned you start with the basic 
principles text which is Paul Samuelson s economics Samuelson was 
one of the first Nobel Pnze winners Samuelson had a heavy leaning 
towards [John Maynard] Keynesian economics 
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What Buchanan was formulating at the University of Virginia was 
the Chicago school which was literally anti Keynesian A number of 
my classmates who had undergraduate work in economics were upset 
by this because they learned Keynesian economics as an 
undergraduate and all of a sudden they re exposed to free market 
economics and this emerging discipline called public choice which 
was Jim Buchanan s field for which he won the Nobel in 86 

I didn t have any of those biases and so I was great to brainwash 
These guys Jim Buchanan was a great brainwasher Von Hayek was 
there for a semester I was required to take his course and write a 
paper for him and he was great to listen to because he espoused how 
markets work and how they work for the betterment of mankind and 
individual freedom Ronald Coase espoused the same thing [G ] 
Warren Nutter who was a Chicago Ph D who at the time did the 
definitive work on the growth of the Soviet Union died prematurely of 
stomach cancer unfortunately or he might too have eventually 
become a Nobel Prize winner 

So I was a diamond in the rough I was easily swayed into their 
belief system but there was somebody that pulled me back which was 
good and the pulling back came from a guy who went on to really 
important things in Washington James Schlesinger Jim Schlesmger 
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was the associate professor at the University of Virginia a Harvard 
Ph D and he pulled me back Though he was a Republican he was 
more moderate and he would pull me back towards a more centrist 
kind of leaning that markets work but markets break down They are 
a role for government particularly the importance of monetary policy 
Of course Jim went on to be first the head of the Atomic Energy 
Commission and then he was director of Management and Budget I 
guess that was first and then head of the Atomic Energy Commission 
and then secretary of defense I think and then secretary of energy 
under Jimmy Carter 

So what were the issues that would be argued about between the 
Keynesians and the free market 9 

The use of fiscal policy the use of government involvement in trying 
to make the economy function m a particular way So there were 
always interesting debates 

By the time we were in our—I say we my classmates and my 
wife because she was definitely part of my getting through graduate 
school We had to take care of two children she was working I was 
going to graduate school she was an R N Id walk in the front door in 
the afternoon she d walk out and go to work She d come back at 
eleven thirty at night Wed watch Jack Parr the precursor to Johnny 
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Carson and all late night shows That was the only time we had 
together But she helped me through 

So when I say ‘we but speaking particularly about my 
classmates by the time we became dissertation writers or theoretically 
dissertation writers that is our last year of graduate school 
theoretically writing our dissertations because some of the guys never 
wrote their dissertations I had mine finished by the time I left by the 
way which was really doing that in three years was kind of amazing 
We became good monetansts and we became advocates of Milton 
Friedman and every time Friedman came down from the University of 
Chicago to give a lecture it was as if God had descended upon the 
University of Virginia campus much to the dismay of members of the 
political science department members of the law school members of 
various other disciplines m the social sciences but not to the dismay of 
members of the econ faculty because by that time Buchanan had 
weeded out the people he didn t want and had not necessanly a 
Chicago school because he was developing his own school of thought 
but people that had a love for and an understanding of how markets 
bring about individual freedom So we were in sort of that transition 


group 
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Not being that familiar with economic theory myself how did that 
relate to the Milton Friedman school? 

Friedman was an advocate of the market running things In his 
monetanst belief was that monetary policy not only mattered it was 
the only thing that mattered so that if government was to do anything 
it was through the use of monetary policy and not fiscal policy Even 
as a monetanst he was kind of a radical because monetary theory and 
monetary policy talk about regulating the money supply to generate 
economic growth stimulating the economy And he really wanted to 
do away with the monetary authonty that is the Federal Reserve and 
replace it with a monetary rule That is the money supply would 
increase at a particular rate every year 

So rather than have the rule of man you have the rule of law 
which I think was the fundamental philosophy of the Chicago school 
at the time and of that offspnng from the Chicago school which Jim 
Buchanan founded namely the Virginia school because that was the 
development of this area of public choice public decision making 
And the whole idea was that you wanted to have a set of rules You 
functioned by rules not by the rule of man by the rule of law 
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At this point in your graduate education were you thinking of policy 
issues or what were you thinking of maybe doing with your degree 
your education 9 

I was more interested in becoming a good university professor than 
anything else My interest in politics and policy came a little bit later 
as I was teaching economics researching economics and just simply 
reading the newspaper and listening to the six o clock news show on 
television and saying to myself How stupid these people are What s 
the matter with them 9 

I was developing my own ideas but I was getting a better 
understanding of economic theory You go through graduate school 
you think you know everything and you get into the classroom the 
first day—you went through this—you don t know anything And 
you re scared And you re scared because every once in a while 
there s a student out there that s a pretty bright kid and you can pick 
them out right away And they can pick you out that you re scared 
So I think you learn more when you start teaching than you ever 
learned in graduate school 

So my first several years at the Umversity of Southern California 
were teaching economic theory and better understanding economic 
theory and asking myself Why don t these people in Washington 
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why don t these news commentators understand economic theory 7 It s 
so simple Well it was simple to me It wasn t so simple to them 
obviously 

Going back to your dissertation then that was defined by the 
fellowship 7 

Yes my dissertation was on the economic development of the 
Federation of Malaysia It was kind of an interesting dissertation m a 
sense because I had to do something in economic development and 
Professor Nutter who I mentioned earlier who died prematurely of 
stomach cancer had done the definitive work on industrial growth m 
the Soviet Union and he developed a way of measuring growth 
different from the way anybody else had ever done it I basically used 
his model and applied it to the data that were available for the 
Federation of Malaysia 

What intrigued me about Malaysia was that it was under Bntish 
rule prior to World War II then you had the World War II period and 
then you had post World War II where they developed plans for 
economic growth and then they got their independence So there were 
mce neat segments of time where you could compare one period of 
time where there was different policy and see how the policy had 
affected economic growth during these various periods of time 
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The first thing that happened after my dissertation was accepted 
like most of us do you want to get something published so you take 
something out of your dissertation And I developed some production 
and productivity indices in my dissertation and they were used for 
some time by the government of the Federation of Malaysia It was 
published in a journal and they picked them up and initially used them 
and then they developed them to a much better degree than I had 
How did they find out about your book the indices that they used 9 
The indices came out of an article and the article was published in the 
Malaysian Economic Review as a matter of fact So that s how they 
found out about it It was there for them to see right in their own 
journal 

Good Then at that point you graduate Anything else notable about 
your graduate education other candidates maybe 9 
111 have to tell you a story You remember Jim Schlesmger 
Yes 

Even today when you see him on television which is infrequently 
today he comes across as a dominating person a dominating 
personality Of course he s about six five six six He s always 
pondering things so he appears to be an intellectual giant And quite 
frankly I thought he was and I think he still is Jim and I have been 
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pretty good friends although we haven t been in contact for a couple 
of years and that s my fault not his 

In my first year of graduate school in addition to my fellowship 
they knew that I was in need of money and I became Jim 
Schlesinger s grader In the spnng of 1960 my second semester of 
graduate school Jim had a party for the faculty and he invited me as 
his grader and invited Janet And so we got there a half hour after the 
party was supposed to begin We were the first ones there We didn t 
want to be there early And we wanted to leave early but he wouldn t 
let us leave early 

I remember and Janet and I laugh about this to this day I 
remember Jim Schlesinger sitting on the kitchen floor with his guitar 
playing and singing Marching Through Georgia and I will never 
forget that He had more to drink than he needed His wife Rachel a 
wonderful lady who died prematurely of melanoma very bright nice 
lady and they invited us back to their home on several occasions 
throughout the years that we were there So I got to know very closely 
one professor who had been very good to me from the time I left 
school 

CASTANEDA I d better turn the tape here 
[End Tape 1 Side A] 
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CASTANEDA Did you have other classmates or student colleagues that were 
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influential or made an impression on you 9 

Not really Not really Of the thirteen of us there were probably only 
four or five that ever finished their dissertations and we went separate 
ways We were an early group of the school of public choice We 
were the first or second group of students that had come in under Jim 
Buchanan s reign The later students became the good ones There 
are a number of graduates after me and those that were m the class that 
I was in fellows that came along that have done a whole heck of a lot 
I mean been very very successful and I wouldn t be a bit surprised 
that maybe one of the people that was several years behind me in 
graduate school may someday win the Nobel Prize 

Our group was never quite that good We were not that closely 
linked during school or even after as a matter of fact We just went 
our separate ways 

How was Jim Schlesmger as a professor 9 
Scary because he d stand up in front of class and he would be 
domineenng talk as if he knew everything and you believed that he 
knew everything and you were scared to death to ask a question And 
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he didn t know everything and it might have been a bit of a pretense 
that he put up a false front 

But when you got to know him you could ask him privately any 
kind of question you wanted and if he didn t know the answer he 
would himself go to the library or send you off to the library Just a 
mce guy Once you got to know him really nice guy 

Jim Buchanan who is probably the greatest of all the Virginia 
people there were there full time when I was there scary as hell 
When I wrote my dissertation Jim was away for the year at 
Cambridge or Oxford I m not sure which one and I finished my 
dissertation I guess it was Warren Nutter said We re not going to 
have your oral defense until Mr Buchanan returns I wanted to have 
it on a Saturday *No we re going to have it next Saturday because 
Mr Buchanan s coming back on Friday night from Cambridge or 
Oxford the year that he was there 

I go into the orals that Saturday morning and Jim Buchanan had 
gotten in on Friday and read my dissertation They gave me my orals 
They sat me out in the hall I was out in the hall for an hour I figured 
I had flunked you know had three years gone life totally destroyed 
They called me back in They said Congratulations 


I asked them What took so long 9 
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Oh we were asking Mr Buchanan about his year in England 

And then Buchanan said It was a good dissertation but by the 
way you have spelled uiterspatial incorrectly three times Fix it 
before you turn it into the dean 

Okay Where are the words 7 I didn t dare ask him Took it back 
to the typist [Laughter] We had to sit down and read the damned 
dissertation to find it I had spelled it C I A L instead of T I A L and 
you didn t have spellcheck at the time We had a typewriter and all 
this stuff 
Sure 

He was scary as can be He and I have become very good friends In 
fact when he won the Nobel I was on the faculty at State Umversity 
in Bakersfield It was my transition from the faculty there to the 
Energy Commission I invited Jim to come out to give a senes of 
lectures He happily came out didn t charge us the pnce that he was 
commanding as a Nobel laureate and said to me when he left You 
really have exceeded my expectations You have done a wonderful 
job as an academic And I felt really honored But that was 87 so 
that was 63 so that s what 63 to 87 is how many years 7 Twenty 
four years It took twenty four years for Buchanan to tell me that I had 
done okay which made me really feel good Scared to death of him 
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So you finish your Ph D and then you re on the job market I guess 
Yeah I had several offers I had two major offers one at the 
University of Southern California and one at Lehigh University in 
Bethlehem Pennsylvania I was sort of leaning toward Lehigh 
because Janet and I had gone to high school in New Jersey and we 
were East Coasters although her parents had moved back to the West 
Coast 

My father m law took a demotion He was working in New York 
City with Julius Schmidt as I mentioned earlier He took a demotion 
to move back to the West Coast because that s where they were from 

So I had an offer at the University of Southern California and I 
had to make a decision We lived about eight miles from the campus 
at the University of Virginia in Albemarle County just past the city 
limits of the city of Charlottesville at the time The city of 
Charlottesville had snowplows and Albemarle County did not We 
were about four to eight houses from the plowed roads and it snowed 
I had to put chains on the car to get out of the driveway and get up the 
street Then I had to take the chains off because the roads were 
plowed 

When I came home I had to nde down put the chains on to get 
into the house I did that changed chains three or four times one day 
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and I said to Janet We re going to the University of Southern 

California We re not going to Bethlehem Pennsylvania I don t need 

the snow That s what made the decision to go to USC 

I think that still helps people make that decision 

But 111 tell you what Buchanan and Nutter were opposed to that 

They said You really want to go to a climate where you don t go 

outside When you re inside you write When you re outside you 

don t But it was a good choice It was a good choice 

Did you spend much time outside when you came to Southern 

California? 

Of course Why not? Yeah We didn t spend outside doing sporting 
kinds of things We bought a house and it was one of these houses in 
a tract had to put in your own lawn so you re outside doing all this 
stuff And we enjoyed—we took tops to Palm Springs to visit 
relatives of Janet s and we went here there and everything And we 
were out at football games We had season tickets to the SC football 
games In fact the first year we were there they were national 
champions won that wonderful Rose Bowl game against the 
University of Wisconsin that has gone down in history I think it was 
like forty six to forty two The lights were so bad that you couldn t 
see the football in the end zones at the end of the game The next year 
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they had better lights at the Rose Bowl So we went to football games 
for three or four years while I was on the faculty there 
You were there for three years 9 

I got there in September of 62 and went on a Fulbnght for the 

academic year 66 67 So I guess I was there four full academic years 

And you were teaching economics 9 

Yes mainly microeconomic theory 

Then you had a Fulbnght to the Philippines 

Yes 

That was something you applied for I guess 

Yeah it s kind of interesting I was at the point where I wanted to get 
something on my resume m addition to the publications that I had been 
able to generate Because at the time we were in a real publish or 
pensh situation It was the high point of academe as a matter of fact 
Real incomes m academe had nsen faster in the sixties and early 
seventies than at any time in the history of academics And if you 
published and had good stuff on your resume go in the job market 
every year you could move around literally every year 

So I wanted to get somethmg else on my resume in addition to the 


publications because we were not committed to staying at the 
University of Southern California At the time USC didn t have the 
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resources that it has today They were engaged in a number of 
fundraising campaigns 

So I applied for a Fulbnght to go to Ireland What umversity it 
was at it s irrelevant The Fulbnght people called me and said 
Look There are some really outstanding economists who have 
applied for this but if you would permit us to take your application for 
the Fulbnght to Ireland and turn it over to the Fulbnght for the 
Philippines we can guarantee you that you 11 get a Fulbnght to go to 
the Philippines 

So I talked to Janet and we said Fine So lo and behold we got 
the Fulbnght to go to the Philippines for a year which we did It 
turned out that it was a good thing m the sense that I was up for 
promotion at USC I had received an offer to move to Atlanta 
Georgia to Emory Umversity and USC could not match the salary 
but they said If you take the Fulbnght and go to the Philippines we 
will promote you to associate professor with tenure and will guarantee 
you the salary that you would have received at Emory Umversity but 
one year later 

The salary at Emory was about $6 000 a year more than I was 
getting at USC at the time And $6 000 then I mean I was getting 
like $7 600 for the academic year So you re talkmg $13 500 
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So I said Fine So we went trucking off to the Philippines and 
spent our year there But while we were there and I was reading 
galley proofs for my first textbook I got an offer from Georgia State 
University in Atlanta at about $3 000 more than SC could pay and 
more than Emory would have paid me the year before So we wound 
up in Atlanta anyway but a year later and we did get a year in the 
Philippines on a Fulbnght 
What kind of work did you do in the Philippines? 

I was there to do research and I was going to take the model that I had 
used m my dissertation and try to measure economic growth m the 
Philippines I had the model It was a research grant It was not a 
teachmg grant it was a research grant And I couldn t get the data 
The data were there but they were somehow hidden and I couldn t 
make the right contacts to get the data 

So I wound up lecturing around the country I would debate 
politicians in formal debates I d always lose This was the height of 
Philippines nationalism I was never yelled at by students Yankee 
go home and I had a number of the politicians tell me afterwards 
that You really won the debate but we have a tight political 
community here and you know you re not gomg to win it 


I said Of course 
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It was a good year because we lived m a compound which was 
kind of scary a compound which was guarded We had high walls 
around each house a wall around the compound broken glass on the 
top of the wall around the house guards We lived two blocks from 
the American School By that time we had three children The older 
kids went to school at the American School I would walk them over 
in the morning One of the live in maids that we had would pick them 
up because there was a high pnce on American kids and that was 
kind of scary 

But it was good m the sense that there was a grocery store prelude 
to a supermarket if you will where they had a good selection of 
books And I think my wife and I read everything that Ayn Rand had 
written Everything that I had learned in graduate school about 
libertarian philosophy free market philosophy really came together 
when we were in the Philippines 

I was a Democrat nominally when I went to the Philippines 
although I had Republican leanings but I was enthralled with John F 
Kennedy Barry Goldwater scared the hell out of me I ve come to 
admire Barry Goldwater now that I m older But everything that I had 
learned in graduate school everything I was thinking about from a 
political philosophical point of view came together reading Ayn 
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Rand So the year in the Philippines paid real dividends to my 
personal political and philosophical development 
Were there particular books 9 

Atlas Shrugged Oh my goodness what a book And I don t 
remember the titles of the other but we read everything of Ayn Rand 
that we could get our hands on So it was great 

It was a scary year We were asked to stay The University of 
Wisconsin had a project going on and we were asked to stay for a 
second year Of course I had accepted the job at Georgia State 
University but they would have given me a year off But it was right 
at the time that Ferdinand Marcos was reelected and my wife said 
We ve got to get out of here because there s going to be trouble 
Maybe it s female intuition I don t know but sure enough It was 
June or July of 67 we got out and in October of that year he declared 
martial law So it was a good choice to get out and go to Atlanta 
Georgia 

What about the Vietnam War 9 

We were there dunng the height of the Vietnam War and of course 
the Philippines was the dropping off place and the R&R place rest and 
rehabilitation place for U S GI s Clark Air Force Base and Subic 


Naval Base 
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When we were there this was kind of interesting For whatever 
reason Fulbnght scholars did not have access to military bases so we 
did not have access to the PXs post exchanges but we did have access 
to the embassy In fact that s where we picked up our mail And for 
whatever reason I don t understand this we got in with some people 
at the embassy and got to know the ambassador The ambassador was 
William McCormick Blair III The Blair House in Washington is 
named after his father or grandfather We got to know William 
McCormick Blair HI reasonably well so that we were the only 
Fulbnght scholars who got invited to functions major receptions at the 
embassy pnvate receptions 

Lyndon Johnson came over to visit the Philippines The tnp in 
from the airport to the embassy led you through the red light distnct of 
Manila Pasay City where the prostitutes would be out at eight o clock 
in the morning leaning up against the door 

In fact when we flew in with three kids and a cat when we got m 
for the Fulbnght it was eight o clock in the morning when we got 
there and the embassy people picked us up We went through Pasay 
City and saw the prostitutes and Janet and I said What the hell are 
we doing here 9 Is this plane a turnaround 9 Can we get out of here 9 
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That s the route in When Johnson came everything was spic and 
span Downtown Manila on the route was freshly painted 
Everything looked like it was just brand new What they did was they 
gave people paintbrushes and they painted the facades You looked 
behind the facades everything was just as crummy as it was before 
But everything on the path to the embassy was just beautiful 
We were invited to the reception for President Johnson He 
doesn t show up Of course not It turns out he came to the 
Philippines as a guise to go to visit the troops in Vietnam So literally 
he flew into Manila International and then flew right out to Saigon 
And so we went to this big reception to meet the President of the 
United States never showed up 
Was there anyone there standing in for him? [Laughter] 

I don t know I don t remember I don t remember What a 
disappointment The place was spic and span The whole downtown 
Manila was absolutely spic and span Johnson never shows up But of 
course it was the ruse to get in to visit the troops in Vietnam 
The city got some cleaning at least 
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That s right It was a benefit to the people in a certain area of Manila 
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I don t know if you could speculate on this but if you d been able to 
get the data that you were looking for do you think you would have 
come up with a similar conclusion in terms of— 

I have no idea what I would have come up with but the question I 
would have asked was given the U S occupancy of the Philippines as 
it was a commonwealth and then the time that it got its freedom was 
there a difference in economic growth 9 Could you measure different 
growth rates 9 

The question you ask was emerging nationalism a benefit or a cost 
to the country 9 That s basically the question that I was asking but I 
couldn t get the data to do it so I don t know 

As it turns out we know in hindsight now that the politics literally 
ruined the country There s no middle class m the Philippines to this 
day I mean 5 percent of the people have 95 percent of the wealth 
and so you have an upper class and a lower class and every little m 
between It had to be better during U S occupation U S colonization 
commonwealth status whatever you call it than its independence 
because it wasn t until Marcos came along that a president had ever 
succeeded himself Presidents were assassinated right and left 
Ramon Magsaysay took off in a plane and the plane blew up when he 
was campaigning for reelection Another presidential candidate for 
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reelection was shot at an altar rail taking communion Marcos was the 
first president to succeed himself 

Interesting So you leave the Philippines after a year I guess you re 
probably glad to go at that point 

We re happy We were happy to get back We got back to Hawaii 
and we came off the plane We were dog tired We spent a couple 
days in Japan and then flew over from Tokyo to Honolulu We left 
our cat there We gave the cat to some friends Got off the plane with 
three kids dog tired and we got to Customs and the Customs agent 
said Where have you been 9 

I said I ve been on a Fulbnght for a year in the Philippines 
He said Welcome home And that was it We checked into the 
hotel and we just were so happy to get back to the United States of 
America You miss the country when you re out of the country for a 
while You really miss it 

It must have been an interesting experience for the children too 
It was The older two they went to the American School They lived 
for the next couple of years in school in the States on what they 
learned in the Philippines They were literally two years ahead by the 
time they got home It was small classes outstanding teachers tutors 
if you needed them just an outstandmg school And it showed me the 
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significant difference even then between pnvate schools and public 
schools I mean the American School was a pnvate school and the 
Fulbnght people paid for the kids tuition So they got a really good 
schooling and as I say they lived on it for a couple of years 
Now at that point you knew you were going to Georgia State All that 
had been arranged 

Yes It was done by a telephone call that at the time cost seventy five 
dollars from Atlanta to the Philippines The dean of the business 
school at Georgia State University as the story goes asked the 
chairman of the department How can you possibly make a seventy 
five dollar phone call to Philadelphia 7 

He said ‘No no no It was the Philippines And it showed up 
on the bill as P H I L or something Yes it was done over the phone 
I was recruited at Georgia State because a classmate of mme—yes 
there was a relationship that I forgot about about classmates A 
classmate of mine at the University of Virginia had gone to the Federal 
Reserve Bank of Richmond Dick Wallace and Dick left Richmond 
Fed to go to Georgia State University And it was he who told the 
chairman of the department that I might be in the market looking for a 
job 
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I returned the favor to Dick Wallace many years later with Cal 
State Bakersfield They were looking for a dean of the business 
school and Dick Wallace was looking for a deanship and he got the 
deanship at Cal State Bakersfield Dick has now died He died of 
prostate cancer a number of years ago unfortunately He and I were 
close as graduate students 

Recruited to Georgia State and then that s where the Virginia mafia 
comes up 

Yes What happened was Dick Wallace had gotten there the year 
before me Dick was a monetarist He taught monetary theory 
monetary policy Then I came and then a year or so later Jim Miller 
came Jim Miller went on to become the director of the Office of 
Management and Budget in the second [Ronald] Reagan 
administration So Jim Miller was the third Virginia Ph D 
Then we had a young guy who never got his Ph D from 
Washington University in St Louis a fellow by the name of Paul 
Gatons Paul was sympathetic to the Virginia philosophy and so the 
four of us literally became the Virginia mafia It was a budding 
doctoral program which is the reason they had recruited a number of 
us because they were trying to build the doctoral program They d 
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been successful as a matter of fact been a pretty good doctoral 
program 

But a number of the graduate students gravitated towards Dick 
Wallace or Jim Miller or Paul Gatons or me And we hung around 
together We partied together We socialized together And so it 
wasn t surprising that we became Virginia mafia and it was kind of 
fun It was kind of neat 
So that it was social as much anything 

Oh yes we played bndge We played bridge and we socialized and 
we d have lunch together but intellectually we were together I wrote 
a problems manual with Dick Wallace and I wrote a number of pieces 
with Jim Miller probably five or six journal articles with Jim Miller 
So intellectually we were in tune and socially we were in tune And 
we were all card carrying members of the Virginia school whatever 
the devil that was 

How would you compare the places you had been 9 Were you at the 
University of Colorado also 9 

I spent about five or six summers at the University of Colorado They 
recruited me It was a special program at the university The 
American Economics Association had gotten some money and they 
started a program for foreign graduate students who were going to do 
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work in economics The foreign graduate students would come over 
the summer before they entered doctoral programs and the program 
was to teach them English and that was fundamental Depending 
upon their English skills they would either take some econ and some 
math courses or not 

So at the American Economics Association they funded this 
program at the University of Colorado called the Economics Institute 
It was a fully functional unit within the Department of Economics at 
the university You became a faculty member of the University of 
Colorado with all rights and privileges for the time that you were there 
during the summer So I was there five or six summers held the rank 
of professor and what have you It was an extremely successful 
program We taught them English then some economic theory and 
then mathematics depending on their standings on administered tests 

I was invited back four or fives times and it was a great experience 
because you d pack the family up and spend the summer Wherever 
you re living when we were in living in Bakersfield or Los Angeles or 
Atlanta what better place to spend a summer than Boulder Colorado 9 
It s really mce 


CASTANEDA What years were you there 9 
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Oh goodness I think the first year Chns was probably 64 and then 
I went back m 65 and 66 and 67 and I think 1970 I think I tried to 
outline them on the outline I think I ve tried to put the right years 
down 

So you were at Georgia State really only three years maybe 
Yeah it was a pride thing stupid pride It s amazing how you become 
a legend in your own mind When I was hired I was hired at a really 
high salary and the first year there I got promoted to full professor 
with tenure I went as associate professor got promoted to full with 
tenure and got a $2 400 a year salary increase or nine month salary 
increase all nine month salaries Plus you could teach summer school 
if you wanted to and there are always summer classes available 

I published nothing my first year there Nothing came out So the 
second year I had a lot of stuff come out and I got a $500 raise And 
I was shocked and upset because I was important Of course the 
chairman was really smart He brought in good young people 
captured them and then the monies that he had for salary increases he 
gave to other people to capture them because he wanted to build a 
really good department With limited funds this is how you do it So 


he did 
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But I was upset and Dick Wallace got upset and Jim Miller got 
upset all because I got upset Paul Gatons never got his Ph D so he 
couldn t get upset At least publicly he couldn t get upset 
unfortunately And so I looked for another job and was recommended 
through some contacts that I had made over the years to the new 
campus of the state university in Bakersfield as department chair and 
it was kind of hard to turn down in the sense that I couldn t fire 
myself and I couldn t get mad at myself for being department chair 
And so I accepted the position much to Janet s dismay because 
Bakersfield—who wants to go to Bakersfield 9 

I can remember I think to this day I can probably find the route 
that we took from Atlanta to Bakersfield because there are probably 
heel marks still dug m all the way across the country because she went 
really reluctantly from Atlanta Georgia living in a nice suburban area 
in the forest with a creek running through the backyard to a flat place 
with oil ngs But we made the change and it was all because of my 
pride 

But as I reflect on it had I stayed and I had tenure I would have 
probably gotten mixed up in politics because I was beginning then to 
get the idea that I knew enough economics and enough about policy 
that I could advise people about policy advise politicians about policy, 
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and got sort of an inkling to get close to politics And so that probably 
would have happened but it for certain did happen when we moved to 
Bakersfield As my wife now says If we hadn t ever moved to 
Bakersfield we d never live in Mendocino That was necessary to 
get us back to California to eventually wind up in Mendocino so it 
was a great change 

You had written a book The Essentials of Macroeconomic Analysis 
That came after the micro book The micro book was the first one 
That was published in 67 and then republished a second edition m 
71 Sol was on the faculty of the state university in Bakersfield when 
that second edition came out because it came out with me as a faculty 
member at Bakersfield Then the book on macroeconomics came out 
several years later and then the problems book in microeconomics 
came out with Dick Wallace several years after that 
Was that 71’ 

The problems came out I think in 74 But yes I think the problems 
came out in 74 and the microeconomic—this is wrong in here Chris 
Essentials of Macroeconomics came out in 74 The microeconomics 
theory came out in 67 and 71 


CASTANEDA So those are backwards 
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Yes And the problems came out probably in 71 as well because 
Dick and I worked on that when we were at Georgia State University 
together So I think macroeconomics came out in 74 micro 67 and 
71 and I think the problems in probably 71 
These are basically textbooks is that correct? 

Yeah the micro theory book and the macro analysis book were 
textbooks and the problems book was a problems book pretty much 
keyed to any of the major microeconomic textbooks at the time was a 
senes of like thirty or forty problems that we would lead them through 
different aspects of microeconomic theory 
So you moved to Bakersfield How would you compare the 
universities where you have been up until that point when you look 
back? 

Bakersfield was a step down In terms of universities it was a step 
down And in terms of me it was initially a step up because I became 
department chair But what I left behind it turns out after the fact that 
it was a tradeoff I was giving up doctoral programs so I was giving 
up really the ability to have young people work with you to do 
research That s clearly what you give up when you go to a state 
university in California And of course with a new one it s even 
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more difficult because everybody s a new faculty member This was 
a brand new school 
How many were there? 

1970 it opened its door I was on the faculty m 1970 
I didn t realize that 

This new faculty descended upon the campus in 1970 and hardly 
anybody knew anybody else so you had to make new friendships 
which was fun I got to hire my own people I got to hire two people 
One was a Virginia Ph D and the other was a student of Jim 
Buchanan s Jim moved from Virginia to VPI Virginia Polytechnic 
and I hired one of his students So we had a Virginia department We 
had the only right wing department in the school We were further 
right than the business school The econ department was m Arts and 
Sciences We were further right than the business school 

We made an impact on the community right away because 
Bakersfield was a conservative community The community 
wondered who the hell these liberal people were with long hair who 
were descending upon the city I had long hair but I was okay 
because I spoke the right line 

So it was a step down in terms of colleges a step up in terms of my 


being my own boss and it turned out to be a real step up in terms of 
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my development of a political philosophy my interest in politics and 
my interest in economic policy From my personal development as it 
turned out it was the best thing that could have happened to me From 
a cultural standpoint it was probably the worst thing that could have 
happened You move from a sophisticated city like Atlanta Georgia 
to the home of Merle Haggard and Buck Owens 

But I love Bakersfield To this day one of my bookmarks on my 
computer is the Bakersfield Californian I read the Bakersfield 
Californian every day because I just want to keep up with what s been 
happemng 

How did your children take that move 9 

They moved too much I have to put this on the tape right now We 
have a son that we have not seen m twenty four years We know he s 
alive We know where he is He refuses to make contact We have 
tned to make contact with him I think it had tremendous effect on 
him tremendous negative effect on him He got mixed up with the 
wrong kids in Bakersfield I think he wound up doing drugs I don t 
think he does them anymore but I don t know 

Our oldest daughter it was kind of a shock to her because when 
we moved to Bakersfield she was entermg her freshman year in high 
school I think that hurt her I think if we d have had the opportunity 
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to move to Bakersfield two years earlier it would have been better 
because she would have been in with a crowd where when she went to 
high school that would have been part of the crowd So her social 
development was a little slower than in retrospect we would liked to 
have seen it 

The youngest one it was fine Ami was just starting kindergarten 
when we moved to Bakersfield so it was okay for her But I think for 
the older two certainly for David it was a negative thing For Cathy it 
was probably marginal 

When we moved to Sacramento actually it was very difficult We 
had two children too It was hard 

It s hard It is hard and the older they are the more difficult it is 
And we moved a lot We had two children when we moved from New 
Jersey when I was working with St Regis Paper Company to the 
University of Virginia We had two kids when we moved to 
California We moved to California to one town then we moved to 
another town Then we moved from California with three kids to the 
Philippines We moved from the Philippines to Atlanta Georgia to 
one house then to another house Then we moved from Atlanta back 
across the country to Bakersfield That s hard That s hard 
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Had I had it to do over again I probably would have done it but at 
the time I was much more self centered than I think I am today and I 
was looking out for number one That detracted quite frankly from 
my ability as a father but again under the circumstances assuming 
that if I had it to do over again I d be a self centered a person if I had 
it to do over again as I was then I d have done the same thing 
It was an opportunity to be a department chair at a new university an 
exciting opportunity 

Yeah yeah it was a challenge Yes But I went with the idea of not 
staying very long And Janet though she disliked Bakersfield she 
said ‘No We re staying We re staying till Ami gets out of high 
school Ami was in kindergarten when we went there so we re 
staying thirteen years We stayed seventeen But I went with the 
intention of staying a couple of years learning how to be a department 
chair and then going to a better university But it didn t work out that 
way 

In a sense as my career developed—again this is a self centered 
view—but as my career developed Bakersfield was the best place for 
us to be And from the standpoint of our retirement if we hadn t been 
to Bakersfield we d never be in God s country called Mendocino 
And so it just works out What can you do? 
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How long were you department chair at Bakersfield? 

The whole time I was there I was there from 70 to 87 when I got 
asked to come to Sacramento so I was department chair for seventeen 
years Didn t mean very much because it was a small department at a 
small school that finally began to develop after I left I think my 
leaving probably had a lot to do with the development That s 
nonsense obviously 

It was the president that came in just before I left Tomas 
Arcmiega who is going to retire next June Tomas was there probably 
in 84 85 He s the guy that really developed the university a person 
to whom I took a great liking and he liked me We disagreed on 
everything politically but became I think very good colleagues I 
really enjoyed working for the guy because he made the school The 
school was six hundred students the first year probably grown to two 
or three thousand by the time I left It s up to six or seven thousand 
now because of Tomas Arcmiega 
How many faculty did you have? 

We started out with three and by the time I left we had five because 
nobody majors m economics and we were located in the College of 
Arts and Sciences or School of Arts and Sciences All we taught in the 
business school was introductory economics and so it was very 
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difficult to develop a major If we were in the business school we 
probably would have developed a viable major 

But since I left the people that have run the department have done 
a really commendable job The department is six or seven people now 
and they ve got an ongoing major So I probably was a lousy chair m 
that respect 

CASTANEDA No I don t think so 

Let me go ahead and change the tapes 

[End Tape 1 Side B] 

[Begin Tape 2 Side A] 

CASTANEDA It might be useful to talk a little bit about CSU Bakersfield at least as 
part of your state government experience 

BILAS Being in Bakersfield made a significant change in my life I think it 

might have occurred anyway but it certainly occurred because of 
circumstances 

When we got there there was an article in the newspaper wntten 
by a faculty member at Bakersfield College which was the college 
Bakersfield College had been there for years and it was the home of 
Frank Gifford the All American football player Frank Gifford played 
football at Bakersfield College then went to the University of 


Southern California Frank Gifford was a Bakersfield native The 
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college which is the junior college was there for a long time I don t 
know how they felt about a four year school being built on the other 
side of town I really don t know 

But anyway there was an article or an op ed piece or something in 
the Bakersfield Californian right after we got there and it was 
mumbo jumbo economics I mean it was the worst piece of stuff I d 
ever read So I said to my two colleagues Let s wnte a response to 
this So we did and it was a free market approach to something I 
don t recall what the devil the topic was now It s totally irrelevant 

But some people in town read this and I as the department 
chairman and the spokesman for my two colleagues was immediately 
invited to appear on a television show a Sunday mommg deal They 
tape it on Wednesday and you do it on Sunday morning for those 
heathens who don t go to church on Sunday morning or who don t 
watch sports or whatever So the viewing audience was probably zero 
There was no viewing audience It was This Week in Bakersfield or 
something like this Who cares 9 

And I started getting invited to Rotary Clubs and to the Lions Club 
and this club and that club I had Iongish hair There was a lady from 
the Bakersfield Californian —and this is probably in terms of our 
being there probably a year a year and six months later But she 
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wrote an article about me which was really neat because it was sort of 
a summary It was a fictitious speech that I gave at a fictitious club 
but she made it sound as if it happened yesterday and it was sort of a 
compilation of what had happened to me and my relationship with the 
community over the first year and a half two years that I was there 
because I was invited to do radio I was invited to do television I was 
interviewed by the newspaper 

But she started this thing by saying The local such and such club 
was meeting and they invited a professor from the new state college 
who looked like a liberal He had longish hair and had this arrogant 
air about him When he came up to speak there was chatter All of a 
sudden he opened his mouth and he started to speak and the room 
grew silent They couldn t believe what they were hearing from this 
liberal university professor Well what they were hearing was the 
doctrine of individual liberty and free markets to a conservative 
audience But they couldn t believe that this person was saying it 

That all came about because of the opportunity to be in Bakersfield 
and to be able to get television and radio and newspaper exposure and 
go to the service clubs and talk The president of the university at the 
time gave me carte blanche to do this He was a basically conservative 
person but knew that he couldn t say the things that I could say If 



62 


people disagreed and went to him he would simply say This is 
academic freedom which it was So he was safe but I was saying 
things that oftentimes he would agree with or most of the time he 
would probably agree with but he couldn t say them himself 
So I became m some sense a spokesman for a certain minority 
segment of the university to be sure but I appealed to basically the 
majority of people in conservative southern San Joaquin Valley 
Bakersfield Kern County area 

I went in to do a radio show one day and it was an interview about 
things that I had done and my philosophy and what have you Got all 
finished and I was walking out The general manager of the station 
came walking up to me and said How would you like to come to 
work and do a talk radio show 7 I want to fire her and hire you 
[Laughter] I was carrying the woman through the interview and I was 
literally conducting the radio show 

And I said to him No no no no no I can t do that 
He said Well think about it 

I thought about it for a while and I called him and I said You 
know I d love to do a talk radio show but I want it to be let s talk 
sports on KPMC So I did a sports talk radio show one day a week 
Sports Talk That changed into a three day a week let s talk 
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politics let s talk philosophy kind of show which got me in with some 
people m the community and also made some enemies in the 
community because I didn t pull punches I would say what I thought 
I had to say I was speaking for myself 

I wound up doing for five years op ed pieces for the Bakersfield 
Californian every Sunday for five years That s hard I got paid for 
it like fifteen dollars a shot It took more than fifteen dollars worth of 
work to do these things I was trying to put my personal political and 
economic philosophy into laymen s terms on everyday topics and it 
was hard But it was heartwarming in the sense that it opened my eyes 
to a lot of things that most academicians would never see 

You go to class and you teach a class and you don t know whether 
you re getting through to the student or not but you ve got these 
highfalutin ideas and until you talk to the man on the street and put it 
m his terms as far as I was concerned you were not being successful 
But the radio stuff and the television stuff got me for two years to 
be the color commentator on Cal State Bakersfield basketball I did 
two years of color commentary I d never played college basketball 
but I knew the coach and I knew some of the players and went to road 
games home games all over the place I did the color commentary It 
was fun That was great 
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So you were busy 

Oh I was having fun I was having fun In fact Chris I ve said to 
people now that I m retired they ve said Boy you ve worked hard 
all your life 

And I said I don t think I ve worked a day in my life I ve had 
nothing but fun m everything that I ve done And the one time—I 
know we 11 come to this as we move forward—the one time I didn t 
have fun I said I m finished I m out of here I retire And that 
was when I left the Public Utilities Commission But that will come 
up m due course 

As chair what was your teaching like 9 I know it was a small 
department but did you get some time off 9 
It s hard to remember because we did something different at 
Bakersfield at the time I don t know how it stacks up today We 
were on a quarter system and the teaching load was two courses a 
quarter But they were five unit courses so you teach effectively ten 
hours ten twenty thirty hours and you had to account for something 
like forty I m not sure how this worked 

Probably it s true all over the country but the state university I 
know had certain rules and you had to count up hours somehow had 
to justify I don t know how many hours you had to justify but I think 
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they had to justify forty hours I m not sure how they did this So you 
had ten ten and ten is thirty And then you do this stuff advising and 
this stuff and this stuff and this stuff It comes up to forty 

I was able to get I think initially a course off a year and then I 
think eventually I got two courses off a year So I probably taught 
one two and one or something like that I m not sure 
What would a five unit course be 9 

It s five quarter umts so it would be the equivalent of three semester 
units 

So it would be similar in terms of time to quarters 
In terms of time yeah It was my first exposure to the quarter system 
and quite frankly I didn t like it You have fifteen week semesters 
and ten week quarters While you can do the same hour equivalence 
if you assign a paper it just seems to me that you have a better chance 
over a fifteen week period of getting a better paper than you have over 
a ten week period Even though the student hours are presumably the 
same it s just you have a little more—I think slack is probably the 
word So I always felt like the student got cheated in the quarter 
system but I don t know 


CASTANEDA Yes that s a good point There s really less time 
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Theoretically there s not because they go to class They had the same 
number of contact hours You just have them in a shorter period of 
period So theoretically it s the same But to me if you give a person 
a third more time fifteen weeks instead of ten even though the contact 
hours are the same they have a better chance of writing a better paper 
I just think that works that way 

Yeah I think you re nght Could you talk a little bit more about your 
impression of CSU Bakersfield when you arrived? [Laughter] I 
haven t actually been there myself I don t mean it in that sense 
Could you just describe the university? 

It s great Let me describe the way in I think this is something I will 
never forget We traveled across the country We took our time We 
visited friends in Boulder Colorado because I d been on the faculty 
there at that summer program Janet had relatives in Casper 
Wyoming And we spent some time m Yosemite on the way through 
So we re leaving Yosemite and we drive down to Fresno get on 
Highway 99 and we head south to Bakersfield We had hotel 
reservations in the best hotel in town and it turned out to be a motel 
It turned out to be okay 

We were building a house by the way We came out to visit we 


bought a piece of land tore apart a set of plans contracted for the 
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house contracted for the swimming pool contracted for drapes 
contracted for landscaping all in about three days m March of 70 
We came back m early September of 70 and the house was ready the 
day after we got there 

But anyway we re coming into the city and there s this big sign 
And it says Sun Fun Stay Play Welcome to Bakersfield And 
we re looking this thing Oh— I won t say the word I was going to 
say [Laughter] 

Then we know how to get to the motel and you go across the 24 th 
Street Bridge that crosses the Kern River and there s a sign that says 
*No Diving from Bridge Well there s no water in the Kern River 
[Laugher] okay so what the hell are we getting into 9 Fun Sun Stay 
Play No Diving from Bndge 

Then if you go downtown there s this big sign with an arrow that 
says Let s eat That s the first impression 

Second impression is the university was built on the southwest 
comer of the city Pat Brown was governor of the State of California 
at the time there was approval of the university It was through his 
administration Ronald Reagan was governor when the campus 
opened When they broke ground Ronald Reagan was governor but 
Pat Brown was there to sign the papers that there would be a campus 
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in Bakersfield and it would be located here There was bidding There 
was obviously bidding It was Kern County Land Company which 
later became Tenneco which was part of Tenneco Oil which later 
became another land development company that won the bid 

They knew damned well that if they could build the campus out in 
the middle of nowhere and they owned all the land they were going 
to make a fortune I m not sure whether there were payments under 
the table or what happened but there was a place up in Kem Canyon 
which is where the Kem River comes down from the mountains that 
was bidding Would have been a beautiful campus I mean you could 
have had a campus on a hillside with the Kem River running down 
below it But it gets out on this flat piece of oil land where there s 
nothing There s nothing out there 

You should see the place now The city is far beyond the 
university The university is sitting here surrounded by shopping 
malls housing developments hospital I mean it s just incredible 
And old Kem County Land Company whoever the successor is must 
have made a killing just a killing on this 

But it was flat foggy in the wintertime You know what the fog is 
like in Sacramento It s ten times worse in Bakersfield The campus 
is way out in the west part and there s no housing out there so you ve 



69 


CASTANEDA 

BILAS 

CASTANEDA 

BILAS 


got to live closer to what the city was And we lived about four or five 
miles from the campus When you go out Stockdale Highway you 
couldn t see the campus in the fog It was on the south side of the 
highway You d go out west of the city You d have to cross the 
highway to get onto the campus and you couldn t see anything 
You d roll open the windows and listen for cars because the fog was 
so thick and then dash across So it was flat It was just awful No 
trees nothmg And the Kem River with no water m it 
No diving Right 

So the impressions were—Janet s impressions are probably the best 
What the hell are we doing here 7 And my feeling was Well 
we ve got to make the most of it and we will And we did 
Who were some of the people that you met when you first came to the 
university 7 Did you meet the president 7 
I was interviewed personally by the president yes What had 
happened was you know you create something from nothmg They 
had a piece of land Architects designed the buildings that were 
necessary to have the first part of a complex knowing pretty much 
how many students you were going to have because they did the 
demographics and they knew that initially they were going to have 
maybe six seven hundred students because at the junior college there 
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was a Fresno State extension and all those people were immediately 
part of Cal State Bakersfield That was part of the act that the Fresno 
State extension that was Cal State Bakersfield And you knew 
basically where the students were going to come from 

So they had that design but the first people that were appointed 
there was a president appointed by the chancellor Glenn Dumke was 
the chancellor at the time First president became Paul Romberg who 
was I think academic vice president at Chico He was a biologist 
chemist scientist of some kind by profession He hired a vice 
president was Phil Wilder who was I think chair of the political 
science department at Wabash College Paul Romberg knew Phil from 
something Phil became the academic vice president so he was the 
first person Romberg hired 

Then Phil hired the deans Tom Watts was the dean of arts and 
sciences Tom was a political scientist that Phil Wilder knew from 
someplace He was on the faculty at the University of Pennsylvania 
And they were hiring people with good credentials 

So I was interviewed by Paul Romberg at an office downtown 
while the campus was being built and interviewed by Phil Wilder and 
Tom Watts Then when I was hired I then contacted people and hired 
them So it was sort of pyramid So the first person I met was Paul 
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Romberg then Phil Wilder and Tom Watts during the first visit to the 
campus when I was being recruited 

Then after I had been hired when we came back out this was like 
October of 69 we came back out in March of 70 to find a place to 
live Then we spent three or four days there and met some other 
people who had been hired not faculty but the director of admissions 
and the director or vice president in charge of administration Ken 
Secor who was the guy that the ran the buildings Didn t get to meet 
any faculty until everybody descended on the campus in September 
because the campus we didn t open officially until October 1 1970 
So people descended on the campus in September 
Now Dumke was the— 

He was the chancellor at the time 
When were the classes first held 7 
October 1 1970 

It was the quarter system that s right 

It was in a sense a bastardized quarter system because they wanted to 
start earlier but the buildings weren t ready So it was sort of a matter 
of We can t really start September 1 st when we want to but can we 
start October l st,? Yes Can we start September 15 th,? Maybe 
Maybe not So they set October 1 st as the opening 
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It changed the next year The calendar got much better the next 
year I think they started like September the tenth or something which 
made it a better quarter system We were really hard pressed for time 
the first year 

Did the campus have specialization in terms of field of study 9 
No it was established as a state university answer to the Umversity of 
California Santa Cruz The idea was to have cluster colleges It 
didn t ever develop that way but that was the intention So it was 
going to be basically a liberal arts college in the state university 
system basically patterned after Umversity of California Santa Cruz 
and that sort of is the way it developed It developed as a liberal arts 
college 

This is strange m a sense because here you are sitting in Kern 
County California which is the heart of oil and agriculture m 
California No ag[ncultural] programs no oil—geology You could 
major in geology but not petroleum engineering or whatever But that 
was I think a tradeoff with Fresno State and with Cal Poly San Luis 
because the people in the southern San Joaquin Valley that wanted to 
be engineers either went to Fresno or Cal Poly The kids that wanted 
ag went to Cal Poly or again to Fresno 
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So establishing the campus required some political tradeoffs 
You ve got to get the votes in the legislature and then you ve got to 
get the votes in the chancellor s office from the university president 
So the tradeoffs were made so this was going to be a liberal arts 
college It developed that way until Tomas Arcimega became 
president 

And that was when'? 

Roughly around 84 83 Romberg left to a bigger university in the 
system I m not sure where he went It might have been Long Beach 
I m not sure The next president—I forget his name—was a chemist 
He wasn t there very long I should remember his name I don t know 
why I m forgetting it now But he wasn t there very long He wound 
up I think getting mixed up with a coed having to go through a 
divorce 

Then Tomas Arcimega became president and Tomas had a 
different philosophy He wanted to get the place to grow For his own 
personal reasons he wanted to move on and he never was able to 
which was probably bad for him and probably good for Cal State 
Bakersfield 

He wanted to appeal to the minorities which was not done 
heretofore or theretofore because that s history and he did But he 
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also wanted to appeal to the interests of the community So he lobbied 
long and hard in Sacramento and he finally got some fundamental 
changes made I don t know how far along they are because I don t 
follow the campus that closely I follow the town But they do a lot of 
pre engineenng stuff They do stuff now that is oil and agriculture 
based They do more stuff that is committed to the community to 
Kern County And they ve left this realm of just having a liberal arts 
college to trying to become a major university within the University of 
California system 

It was all because of Tomas Arcmiega there s no question about 
that and much to the dismay I think of some of the faculty He had a 
lot of run ins with the faculty after I left In fact I just sent him a 
letter to which he responded and I told him We probably didn t 
agree on very much politically but I always thought you were a really 
good president I know you had some run ms with the faculty This 
was after I left to go to the Energy Commission I said Had I been 
on the faculty I probably would have supported you But none of the 
faculty would have listened to me because they didn t listen to me 
when I was there anyway so it wouldn t have mattered But he is the 
guy that developed that campus 
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So it was really a dust bowl on the comer of the community a 
comer of the city that has now developed into a really beautiful 
looking campus surrounded by the community 
Is the Kem County Museum near the campus 9 
No 

I m asking because they have a new oil exhibit that I plan on visiting 
in August I was curious 

No the museum is not because the campus was way way away from 
everything Everything else is downtown But yeah you ought to go 
down there And you ought to spend some time in Bakersfield or as 
we affectionately refer to it as Bakerspatch 
In terms of teaching did you develop new courses or what courses 
were you teaching 9 

We had a flexible program which was kind of nice We had a 
standard curriculum Most of our teaching was done at the lower 
division level because until you can develop a major you don t have 
enough students to have an upper division program But we had the 
flexibility of being able to teach courses in literally anything we 
wanted so that if there was a major issue that a faculty member 
thought was important to teach a course about you could just put it 
into the schedule with a course description 
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There was a year where—I don t know what the year was but 
Gerald Ford was president so it would have been around 74 75 He 
had these buttons Whip Inflation Now WIN So I taught a course in 
inflation and trying to show how stupid Gerald Ford was in his way of 
battling inflation or presumably battling inflation When I say 
stupid that s a bad word to use and though I m a Republican I 
don t have to agree with my Republican counterparts wherever they 
are So I just taught a course on inflation 

There was a time a few years later where there was a big battle 
over the federal budget so I taught a course on the federal budget 
And you didn t have to go through the course approval process like we 
do now 9 

No you just do it You could just do it You could just do it It was 
very simple to do it As the university has grown it s probably 
impossible to do that now 
Yes now it takes about a year 

Because of the built in bureaucracy yeah But we were really flexible 
early on and it made it really good for the students because if you had 
six or seven students that came to you and said Why don t you teach 
a course in the economics of racial discrimination which no one did 


but if someone had done that Yeah let s do it I don t know who 
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could teach it but let s see if somebody in the department can teach it 

and if we can let s go ahead and do it Sounds like something 

interesting But I m sure the flexibility has been lost 

So you re doing your teaching you re a department chair color 

commentary for basketball talk show op ed pieces 

And weekly television commentary And giving speeches 

Anything else at that time 7 

Trying to learn how to play golf Trying to learn how to play golf 
That was mainly because of my son My son took some lessons and 
wound up being a pretty good golfer was on the high school golf team 
for a year or two and so I wound up taking lessons to just learn how to 
play that crazy game I ve since given it up But I got to be pretty 
good I got to an eight handicap I got to be pretty good but it took a 
lot of time I spent a lot of time on the golf course We eventually 
owned a house right on the Stockdale Country Club and we became 
members of the country club So in the summertime at six o clock at 
night I d go out and play three or four balls on a hole You just only 
have to sign as you go out and play so I got in a lot of practice 

But it got to the point Chris where it took more time When I got 
to be fifty years old I asked myself if I was good enough to go on the 
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senior tour and the answer was no So then I said to myself Why am 
I putting all this time in golf? 

It takes so much time 

I could take you out in the garage I ve got three sets of golf clubs 
hanging up m the garage and I don t even look at them 
So it was fun for a while 
It was great 

In terms of the junior college and just out of curiosity was there some 
competition or tension for a while there with CSU Bakersfield opemng 
up*? 

If there was my only recognition of it was m response to the letter to 
the editor that we wrote in response to this column that we saw in the 
paper Initially there was negative reaction from the junior college as 
you would expect But I think Paul Romberg the president of Cal 
State Bakersfield smoothed that over and I didn t frankly notice any 
tension 

When we started the basketball program which was probably the 
second or third year of the college and I cite the basketball program 
because they ve won at least two or maybe three Division II national 
championships and they won a number of national championships in 
Division II in wrestling But when we were starting the wrestling 
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program and the basketball program we used the facilities at the junior 
college so administratively there was a pretty good relationship And 
I think it came to the point that the junior college recognized that it 
was a junior college and that we were a four year college and it was in 
their best interest to help us out as much as possible as it was in our 
best interest to play along with them I mean they were the old guy on 
the—and literally on the hill because there is a hill in Bakersfield It s 
not all flat They were on the hill and we were in the desert I think 
recognition of that on the part of the faculty came along pretty quickly 
Do you recall what their student population was the size 7 
No but I would tell you it was much greater But community colleges 
and I call them jumor colleges I ve learned over the years that they are 
community colleges It appeals to people with bachelor s degrees who 
want to take courses in cooking or whatever and to the community as 
a whole as opposed to what Cal State Bakersfield was appealing to 
and that was people to get bachelor s degrees or a limited number of 
master s degrees that the school offered 

Going back to Romberg for a second what was his background do 


you recall 7 
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He was a scientist He s now deceased I m not sure whether he was a 
chemist or a biologist but it was something in that area and I think a 
pretty good one as I recall but I really don t know 
Do you recall where he came from before'? 

I think if I m not mistaken he was academic vice president at Chico 
I think but I m not sure 

But let me tell you a story about him Paul could take a joke but 
he was also intelligent enough to recognize there were certain faculty 
members who could go into the market and were marketable I 
happened to be one of them The end of the first year Paul came into 
my office and said I just got you tenure I didn t apply for it and 
tenure in one year at a state university is unheard of I got you and a 
couple others tenure 

I said to him Paul that s wonderful Reached into my wallet 
pulled out a dollar bill and said 111 buy it from you because here s 
what it s worth And he burst out laughing because he knew damned 
well tenure was your resume In those days it was the heyday of 
academics you could move whenever you wanted Your curriculum 
vitae was your tenure not the chancellor saying We II give this guy 
tenure as a full professor and Paul recognized that He just burst out 
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laughing because it was probably overpriced at a dollar I probably 
gave him four times as much as it was really worth 
That s a good story 

Let me tell you one more story about that because I think it s 
worthwhile When Paul left to go to wherever—and I think it was 
Long Beach but I m not sure—Phil Wilder the academic vice 
president became interim president Phil did two things for me to 
keep me on the campus He thought I was going to leave and I always 
played the game as if I was going to leave even though Janet had said 
We re not go mg anyplace 

But I wanted to play the game with the administrators that I was 
marketable and they knew the radio television newspaper stuff that I 
had done They knew I was publishing m the academic journals Phil 
got me in contact with a former colleague at Wabash College a fellow 
named Ben Rogge Ben was a political scientist Phil Wilder himself 
contacted Jim Buchanan Both Buchanan and Rogge were members of 
the Mont Pelenn Society Mont Pelenn Society is a group that was 
founded by Fnednch von Hayek in 1946 after he had published his 
Road to Serfdom as an intellectual group to counter the rampant move 
of Socialism throughout the western world 
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Through the efforts of Buchanan and Ben Rogge I became a 
member of the Mont Pelenn Society in 1976 met people from all over 
the world who were basically free market historians political 
scientists economists businesspeople Hayek was the president of 
the association at the time Friedman was on it Again I go back to 
my graduate school days And George Stigler and all the Who s Who 
in what we called today conservative economics but they were all 
members and still are members of the Society I m still a member 
Phil got me into that Society He made the contacts to get me into 
that Society and then he also released money that had been given to 
Cal State Bakersfield by a former vice president of Occidental 
Petroleum which was a big oil company in Bakersfield Eugene Reid 
Reid had given money for faculty development I was the first person 
in the state umversity system who was paid higher than the highest 
salary that a full professor could be paid I was given an ovemde to 
my salary from the Reid funds and I was named the E C Reid 
Professor of Economics and it was the first time this had occurred in 
the history of the state university It required approval by Glenn 
Dumke and by the board of trustees and Phil Wilder got that for me 
What year was that do you recall 9 
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So you hadn t been there too long 

I had only been there three four or five years It was right after 
Romberg left and I think Paul probably left around 74 So it would 
be in around that time 
How long did you continue with the TV 9 

The newspaper was probably 77 to 82 or 83 I can check that I ve 
got the newspaper articles upstairs in my library so I can check out the 
last date I think I ve got them in chronological order Yes I m going 
to say 76 to maybe 82 ish thereabouts And radio and television 
right till the day I left to go to the Energy Commission 

The newspaper changed its policy They became a more or less 
typical large newspaper They were a small town conservative paper 
and they became bigger And so they changed their policy and I was 
off the op ed page But then they brought m the William Safires and 
the David Broders and what have you So the Dick Bilases don t 
count on the op ed page when you can bnng in syndicated columnists 
I m imagining that in Bakersfield with the oil and the energy that 
maybe you start to become interested in energy at that point or is that 
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That s interesting When I look back on the newspaper articles that I 
wrote I wrote a lot on energy and I marvel at how much I knew about 
energy without really being interested in energy 

No it was kind of interesting When I was appointed to the 
Energy Commission—let me relate the story for historical purposes 
and you can edit it any way that you want to But what happened was 
I had made a name for myself m conservative circles and I was a 
registered and still am a registered Republican I became a member 
of the Kern County Republican Central Committee It was something 
I had to run for I had to get petitions signed to get on the ballot and it 
was a no brainer once I got on the ballot I was going to be elected 
because I had name ID And everybody knows elections are name 
ID and this is free name ID because I was on radio television all 
this nonsense 

In 1978 right after the Republican primary the incumbent 
Republican congressman Bill Ketchum died Over I think the 
Fourth of July weekend he had a massive heart attack on the tennis 
court and just died Election code at the time and I don t know 
whether it s changed or not specified that when an incumbent who s 
been re nominated dies after the primary but before the general 
election within a certain time period the members of the state and 
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local central committees residing withm the congressional district shall 
meet m caucus and select a successor candidate 

So we met in caucus on a Sunday I was one of the candidates I 
got nominated by a group of old ladies Anybody could nominate 
anybody There were like ten candidates It took the incumbent 
assemblyman a Republican Bill Thomas eight or mne ballots to beat 
me I kept picking up and I conceded through mistaken information 
I had no group of people helping me I was just sort of winging it 
Had I held out another ballot or two I am told I would have been the 
nominee for Congress to succeed Bill Ketchum 

Bill Thomas has been there since 1978 He s now chair of the 
Ways and Means Committee and though Bill and I disagree on almost 
everything and we haven t talked for years I think he s doing a 
wonderful job as chair of Ways and Means But he if he d played his 
cards right probably should be the Speaker of the House been there 
since 1978 I mean that s a long time not to be Speaker 

I always keep thinking that had I not conceded and had I been told 
that if I d stayed on for another ballot or two I d have gotten the 
nomination I clearly would have won election Had that happened 
we wouldn t be in Mendocino but I might be Speaker of the House of 
Representatives It s really a strange thing 
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But anyway since Thomas got the nomination for Congress then 
there had to be another convention held another caucus held to pick a 
successor for the Assembly because he had won the primary to run as 
a Republican for the state Assembly where he was an Assembly 
member So everybody came running to me and said You ve got to 
be a candidate for the Assembly 

I said I don t know the first damned thing about state politics 
Everything I ve done on radio television in the newspaper s been on 
national politics I don t know anything about Sacramento But 
there s a good friend of mine who s a member of the Bakersfield City 
Council who would make a wonderful Assemblyman His name is 
Don Rogers And I will endorse Don Rogers 

Well Don Rogers becomes the Assemblyman and this is 1978 
So Don says to me I owe you something 

Janet immediately says Sure Politicians always owe people 
They never pay off 

So Don is in the Assembly and he gets reelected gets reelected 
gets reelected And finally in 1986 after eight years in the Assembly 
he decides to run for the state Senate You would never run for the 
state Senate as a Republican or as anybody so long as Walter Stiem 
were alive Walter Stiem was a longtime more or less conservative 
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Democrat from Bakersfield who was a state senator At the time he left 
office I guess he retired and then shortly after that died 

Walter and I became very good friends even though he was a 
Democrat and I [was] a Republican You wouldn t run against Walter 
Stiem He was just a household name Everybody voted for Walter 
Walter retires Don Rogers sees this open seat and runs for the state 
Senate in November of 86 and he wins Congratulations Don 
Don calls me m December and says I owe you one This is 
eight years earlier He says There s an opening on the state Energy 
Commission and it requires an economist State law required that 
one of the commissioners be an economist You had to be an attorney 
an environmentalist a hard scientist an economist and then one 
chosen from the public at large The opening happens to be an 
economist Are you interested 7 

Sure I m getting bored at Cal State Bakersfield I ve been there 
a long time Been there since 1970 it s 1986 

I don t hear anything Don t hear a thing don t hear a thing don t 
hear a thing It turns out the governor nominates somebody There s 
an opening on the Energy Commission You have thirty days to 
nominate somebody If you don t nominate somebody m thirty days 


the Senate Rules Committee which was three two Democrats could 
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nominate somebody unless the governor goes back and asks the head 
of the Rules Committee for an extension of thirty days 

So nobody gets nominated George Deukmejian is the governor 
He goes back and asks for another thirty days I don t hear anything 
don t hear anything don t hear anything don t hear anything 
I get a phone call on a Thursday night like March the sixth It 
would be sixty days the next day It s Gaddi Vasquez who was the 
deputy appointment secretary calls me and says The governor would 
like to know if you 11 accept an appointment to the California Energy 
Commission 

Stupidly I said to him Wait a minute I ve got to ask my wife 
So I go running in the other room and I say to Janet There s a guy on 
the phone from the governor s office and he wants to know if 111 
accept an appointment as a commissioner on the California Energy 
Commission Should I accept it 9 

She looks at me and she says something like You damned fool 
Of course 

So I go running back to the bedroom Yes yes I accept 
Oh by the way you ve got to be sworn m by noontime tomorrow 


or the governor loses the appointment 
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Well I say to myself Okay fine I made a couple of phone calls 
that mght and got sworn in the next day by one of the judges in town 
I get to Sacramento and right away I run into Don Rogers the next 
week and Don takes me over to the big place in Sacramento where all 
the major decisions are made Frank Fat s Every major decision is 
made at Frank Fat s so the story goes And m the back room is 
Marvin Baxter who is now Supreme Court judge in California who 
was the appointment secretary for George Deukmejian Don 
introduces me to Marvin Baxter and Marvin says Let me apologize 
Your name slipped between the cracks You were supposed to have 
been appointed early in January and we somehow just forgot about it 
until the eleventh hour Thank you very much for accepting the 
appointment Fme 

CASTANEDA Let me j ust change the tape 
[End Tape 2 Side A] 

[Begin Tape 2 SideB] 

BILAS So he apologizes and I say Wonderful That s fine I m going to 

enjoy Sacramento yadda yadda yadda I haven t met the governor 
of the State of California Now I was interviewed I was invited up in 
December after Don Rogers called me I was invited up to the 
governor s office and a couple of his staff members interviewed me 
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and let me know that yeah they were really interested So I go back 
home and finally I m appointed 

But I m thinking to myself Okay The governor doesn t know 
me from Adam In fact our youngest daughter who was in college at 
the time and was a member of Young Republicans on the Cal State 
Bakersfield campus got to meet Governor Deukmejian at an ice cream 
social at the airport in Bakersfield long before I ever met the governor 

But I m saying to myself—well let s put it this way Governor 
Deukmejian probably thinks I m an Armenian He probably thinks my 
name is Bilas cut down from Bilasian I m an economist and a 
Republican There aren t very many Republican economists in the 
state There are fewer who want to go to Sacramento or are willing to 
go to Sacramento and he probably thinks I know something about 
energy because I live m Kem County so I get appointed It s just 
dumb luck 

But Don Rogers fulfilled a promise He lobbied in Sacramento 
with his caucus and they lobbied Governor Deukmejian s office to 
appoint me to the Energy Commission So it was a promise fulfilled 
by a politician 

Interesting So you said you did have some knowledge of energy but 


not— 
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I knew what an oil well looked like I knew what an oil ng looked like 
and I knew what heavy oil was You can see heavy oil 111 know it 
when I see it because it am t light oil okay 9 And I knew some of the 
people in the oil industry obviously because I had talked to all the 
Rotary Clubs and Lions Clubs and special groups that met in 
Bakersfield so I knew and I played golf with some of these folks 
But was I an advocate for the oil industry 9 No because I didn t 
really know all that much about it but I knew just enough where I 
could climb up I think a pretty steep learning curve reasonably 
quickly when I got to Sacramento 
How did you leave Bakersfield 9 

I get appointed I get asked on a Thursday night early in March like 
March the fifth March the sixth of 1987 We don t have a dean I 
call the actmg dean at home who s a friend of mine from the 
psychology department Ed Sasaki I said Ed I ve just been 
appointed to the Energy Commission The quarter ends on Tuesday 
I ve got to get the devil out of here I ve got to cancel my classes and 
I ve got to accept the appointment 

And I called the president Tomas Arcimega got him at home and 


said Tomas I ve got to get out of here I ve been appointed 
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He said Wonderful 1 Great We 11 take care of everything so I 
just left So I was gone just like that [snaps fingers] I was m 
Sacramento literally the next week I guess Jim Buchanan came in 
early that week and I was gone the latter part of the week I was just 
out of there 

And your daughter had graduated from high school? 

She was attending Cal State Bakersfield She was m her junior year I 
think or somethmg the youngest daughter Ami She was attending 
Cal State Bakersfield yeah But my wife stayed there 
She stayed in Bakersfield 9 

Yeah We were living out of town We were living up in the 
mountains in Tehachapi For the first year I literally commuted I d 
go up on a Monday morning come back Friday afternoon drive back 
and forth dnve 325 miles every Friday and every Monday and then 
she came up in a year sold the house and came up in a year 
Did you continue your association with CSU Bakersfield 9 
Yes I asked for a leave of absence and I was given a five year leave 
of absence There were five year terms at the Energy Commission 
President Arcmiega I think lobbied the chancellor s office I don t 


know who the chancellor was at the time Glenn Dumke had left I 
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don t know who the chancellor was Gotten me a five year leave of 
absence which was unheard of 

When I was reappointed to the Energy Commission in 92 I wrote 
Tomas and said Thank you very much but I m now resigmng I m 
effectively resigmng from the faculty of the state umversity in 
Bakersfield But yeah I was given a five year leave of absence 

It was good for the university It was good for the community It 
was good for the umversity It was good for me It was a win win 
situation for everybody I went back I guess it was the second year 
that I was at the Energy Commission I m not sure now when Ami 
graduated from Cal State Bakersfield but I went back for her 
commencement obviously and I didn t get dressed up in a cap and 
gown I could have But I was there in the audience and Tomas made 
me stand and I got a great round of applause from the people in the 
community and from the faculty even though the faculty disagreed 
with me philosophically It was a good thing and it was fun being 
back there 

And you were the chair up until the point when you left is that 
correct? 
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So you go to Sacramento Are you familiar with the Energy 
Commission at all or are you familiar with state agencies 9 How do 
you make that transition 9 

When I was appointed to the Energy Commission and that first day 
was really hectic I got appointed I think it was a Thursday mght 
made the phone calls went to the office Friday morning My secretary 
said Somebody from Sacramento called and they re faxing right 
now Remember this is 1987 This is before the age of technology 
that we re in now Not everybody had a fax machine They were 
faxing the appropriate wording for the oath of office had to be done 
perfectly So my secretary got working on that 

I got a phone call from the major advisor to the guy whose place I 
was taking Manuel Alvarez telling me that he would help me m any 
way that he could m the transition And I said to myself He s just 
lobbying for a job Janet and I are going to Manuel s daughter s 
wedding in Bodega Bay the first of July We ve become extremely 
good friends Wonderful young man although not so young anymore 
And I got a phone call from Chuck Imbrecht congratulating me 
and asking me what I knew about the Energy Commission I said 
I ve got to tell you Mr Imbrecht absolutely nothing 



CASTANEDA 

BILAS 


95 


He said Do yourself a favor Go to the library and get out 
Assembly Bill— whatever it was that established the Energy 
Commission I forget the number of it now And so I went trucking 
off to the library 

I got sworn in that morning went trucking off to the library and 
dug out the implementing legislation and read a little bit So I knew a 
little bit about the Energy Commission when I got to Sacramento but I 
mean I knew nothing about government bureaucracies not the first 
dam thing It was a whole new world 
So you replaced Alvarez He was the economist 7 
No the person before me was—he s an attorney who has an M B A 
sort of fulfilled the slot and he s now teaching at the UC Davis Law 
School What is his name 9 No Manuel Alvarez worked for this guy 
Manuel Alvarez was the advisor What is the name 9 [Arturo Gandara] 
I forget the name of the fellow I replaced A really mce man nice 
Hispanic as a matter of fact he was a Jerry Brown appointee Senior 
moment is what it is That s what happens when you get to be sixty 
eight years old Chris Heavens 

Anyway Manuel Alvarez was his advisor and Manuel eventually 
became my senior advisor and was my advisor until the day I left the 
Energy Commission So I was at the Energy Commission for eight 
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years and Manuel was on my staff the entire eight years One 
Saturday I went over to his house to give him something I forget 
what it was that I had to deliver and his dad was there His dad was 
from East L A which was where Manuel grew up His dad was there 
m the front yard and I got out of the car and gave Manuel something 
And Manuel said I want to introduce you to my dad 

I said Fine I d love to meet your dad He introduced me and 
again there are things you don t forget in life and they are very 
important things Manuel introduced me and he said Dad this is my 
boss and my friend And I ve never forgotten that because Manuel 
and I have become friends 

When it was time for Manuel to leave the Energy Commission 
which he did several years ago I helped him get a job with Southern 
California Edison and he s now working m Sacramento for Southern 
California Edison And as I said we re going to his daughter s 
wedding on the first of July So we ve become real friends 
Yes that s mce 

You mentioned Charles Imbrecht He went by Chuck is that 
correct? 

Yes Chuck 


CASTANEDA What was your impression of him when you first met him? 
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There s a newspaper that closed down in L A the Herald Examiner 
and every couple of years the Herald Examiner would name ten 
outstanding people in Southern California One year I don t know 
who the ten were but three of the ten were Henry Winkler Dan 
Lundgren who almost became governor—well didn t come as close 
he ran for governor—and Chuck Imbrecht At the time that the Herald 
Examiner named Chuck Imbrecht one of the ten outstanding young 
people who are destined for success he was the youngest person ever 
elected to the state Assembly I knew this 

By the time I met Chuck he had lost m a bid to become state 
senator and so he was effectively out of office immediately after 
Deukmejian was elected which probably would have been 82 
maybe Yeah I think 82 82 Deukmejian was elected reelected in 

86 and then [Pete] Wilson was elected I may be off a couple 
Anyway I may be off a couple of years but that s neither here nor 
there Wilson was elected in 92 so it would have been 88 would 
have been 84 So 84 Deukmejian was elected Imbrecht ran for 
state Senate and was not elected Gary Hart whom you probably 
know because he was associated with Sacramento State for a while 


Gary Hart was elected 
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Imbrecht was out of a job Deukmejian appointed him to the 
Energy Commission when the first opening came and made him 
chairman of the Energy Commission which the governor could do 
So I knew a little bit about Chuck Imbrecht extremely bright guy 
extremely well read really did his homework as an energy 
commissioner but would listen to other commissioners when they 
made a point 

My colleagues basically were afraid to argue with Chuck I was 
not I had immediate respect for Chuck and he had immediate respect 
for me We got along very well extremely well as a matter of fact 
Chuck gave me assignments as chairman that he probably should 
never have given somebody who was brand new to the commission I 
mean I didn t have an opportunity to learn about the commission until 
I was assigned to a couple of major tasks because Chuck trusted me 
He figured that I could learn quickly and that I would and he needed 
some help quite frankly because he was running the place all by 
himself All the members of the commission were Republicans but I 
don t know that Chuck had the respect for them that he had for me for 
whatever reason I don t know 

Chuck had some problems obviously which wound up killing 
him which was really too bad Chuck was an alcoholic I didn t 
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know that but it became clear over time that he was getting deeper and 
deeper into the bottle and it was a damn shame because he left a 
wonderful family and a wonderful career But I had the utmost respect 
for Chuck and I could work with him A lot of other people couldn t 
But there were times when he needed some help in the legislature 
he d invite me over to help him 

He also named himself as the special advisor on energy to the 
governor The governor didn t know that of course because 
Governor Deukmejian never had appointed him to that position But 
Chuck figured as chairman of the California Energy Commission he 
was special advisor on energy matters to the governor and the 
governor never disputed that 

What was the first task that you did at the Energy Commission 9 
First thing I was appointed to was to be presiding—I don t know what 
we called them Presiding member 9 I was the guy that ran the 1986 I 
think it was fuels report I was appointed in 1987 One of the major 
publications of the commission is every two years they do certain 
reports and one of them was the fuels report The 1986 fuels report 
was never done So I was appointed to do the 86 fuels report not 
knowing what the fuels report was and knowing that it was already 
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late I mean I was appointed in March This thing was due m 
December of the previous year 

So I got the staff together I said We ve got to do this dam 
thing I guess we hammered it out in probably eight months We got 
a fuels report done And I learned That s where I learned about gas 
and oil I knew what an oil ng looked like but I didn t have any idea 
what the hell gas stuff was all about But I learned a lot about gas m 
the first six or seven months that I was on the commission thanks to 
Chuck because he put me m charge of that He didn t have to do that 
How did the commissioners interact or how do they interact 7 
I don t know how they interact now They interacted pretty well but 
of course we were all members of the same party We were all 
appointees of Governor Deukmejian so we had something in 
common Now it turns out that Governor Deukmejian knew all the 
people he appointed except me I met him a year after I was 
appointed One of the commissioners at a reception introduced me to 
Governor Deukmejian but it was a year after I d been appointed But 
he was perfectly happy with me because what he understood about me 
came from people that he respected George Deukmejian was the kind 
of guy that if he trusted people he would trust their judgment So he 
trusted their judgment on me 
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Now how did we interact as commissioners 7 Quite well because 
we were all appointed by the same man and everybody who was 
appointed by him really respected the governor So we had this m 
common 

In terms of would you have weekly meetings in terms of structure 7 
No no Be careful now I don t know what the law is I have no idea 
One of the things I made sure that I didn t understand when I was on 
each commission was the rules That s why I had advisors You have 
advisors to make sure you don t break the rules I wasn t going to 
waste my time reading a handbook of Here are the rules of behavior 
But one of the things I learned very early on you can t have more 
than two commissioners meeting at a single time unless in a public 
session You ve got five commissioners on the Energy Commission 
five commissioners on the PUC you ve got three meeting that s a 
quorum That s got to be publicly announced So everything that was 
done at the Energy Commission which I learned very quickly was 
done m twos If you can get two commissioners together so you have 
a presiding member and a second member 

So when I was on the fuels report I was the presiding member I 
don t know who the second member was So you could meet two but 
you can t meet three So actually if you and I are commissioners 
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sitting in an office and a third commissioner puts his head all he does 
is put his head in never step across that line because then you have 
three commissioners in the same room and the three of you couldn t 
even talk with one leaning m You couldn t talk about anything that 
had to do with business 

You could get together socially but you had to make damn sure 
that you wouldn t talk socially about business because you couldn t 
have more than two commissioners together at a single time talking 
about business unless it was publicly announced 

The second year that we were in Sacramento we were m a house 
We inherited Janet s parents because they were ill and we had to buy 
a house We were living in a condo had to buy a house and we had a 
Christmas party for staff I invited all the commissioners If we were 
going to talk about business we had to publicly announce a social 
event at Bilas house And to this day that s the rules and that s a 
good working rule 

So everything was done by twos Now you can meet if you 
wanted to lobby for votes like if there were two commissioners on the 
Fuels Report Committee and you wanted to lobby other 
commissioners on certain policy matters or proposed policy matters 
you would go individually to them So I d go to Chuck Imbrecht by 
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myself I d go to Barbara Crowley I d go to Doug Noteware I d go 
to Bob Mussetter individually So two of us lfMussetter and I were 
on a committee and we wanted to get Crowley s vote we both 
wouldn t go to see Crowley Either Mussetter or I would go to see 
Crowley 

So you lose a little bit in translation because you can t always 
directly communicate with your fellow commissioners But you do 
that for a good reason to make decision making out m the public not 
behind closed doors 

How often would the five commissioners meet in a public setting 9 
Every other week Every other week I think it was on a Wednesday at 
ten o clock I think they still do that every other week You have a 
business meeting which was open to the public publicly announced 
The agenda was publicly announced and you would meet and make 
decisions from the dais 

And really the role of the Energy Commission generally is to advise 
the legislature on the— 

Let me see if I can remember what the Warren Alquist Act had 
That s the act that established it the Warren Alquist Act A1 Alquist 
was a senator and Charlie Warren was a member of the Assembly 
when they passed the bill the last major piece of legislation by the 
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way that Ronald Reagan signed into law while he was governor 
establishing the Energy Commission which was kind of interesting 
because Ronald Reagan established a bureaucracy which was not 
what you would expect Ronald Reagan to do 

The Energy Commission was an outgrowth m part of the first 
energy crisis back in the early seventies when OPEC the Arabs 
withheld oil from the U S market Also at the time the electnc 
utilities in California were forecasting about a 6 percent average 
annual increase in demand every year Now if you extrapolate on 
that that means you re going to build a nuclear power plant every ten 
or fifteen miles along the coast of California That obviously inspired 
the environmentalists to be terribly upset It inspired the anti nukes to 
be terribly upset It inspired people who said Wait a minute 
Average annual increase of 6 percent that doesn t make sense Maybe 
we ve got to have an agency that can look after the environment and 
energy Maybe we ve got to have an agency that can do some better 
forecasting Maybe we ve got to have an agency that will look into 
conservation Maybe we have to have an agency that can develop 
contingency plans in case there s another energy crisis 

So the outgrowth of that was the Warren Alquist Act which put 
together an agency the California Energy Resources and Conservation 
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Commission Not the Energy Commission but the California Energy 
Resources and Conservation Commission something like that You 
can look it up in the Warren Alquist Act to get the real name To do 
forecasting contingency planning support conservation support 
alternative fuels development and look into new technologies That s 
what the agency was created to do 

So it became effectively an energy policymaking agency to advise 
the governor and the legislature and it had specific reports that it had 
to do on a biannual basis—fuels report conservation report the 
granddaddy of them all the electricity report with all the electricity 
forecasting and therefore set up the requirements for what you need 
It did the siting of new power plants that were fifty megawatts or 
greater So it turned out that once the Energy Commission was 
established nobody built a power plant over fifty megawatts because 
you had to get state approval But 49 9 megawatts you only had to get 
local approval So everybody was building small power plants and 
making sure they came in under the fifty megawatt threshold because 
the Energy Commission had the siting authority over these power 
plants 

That s what the Energy Commission was designed to do and still is 
designed to do So it became in the early years and even to this day 
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it s now thirty years old as a matter of fact 1973 was the first Energy 
Commission I think The bill was passed in 72 I think the first 
commission was appointed in 73 Jerry Brown was the first governor 
to appoint members of the commission 

To this day it s a great research institution They do great 
research They have really good people on their staff and they had 
great people on the staff when I was there I have never been able to 
say a bad word about the staff of the Energy Commission It s almost 
impossible for an academic to do coming out of an academic 
background with a Ph D getting into an agency where you ve got 
Ph D s There were Ph D s on the staff and there still are Ph D s on 
the staff of the California Energy Commission Sol was moving from 
academe to a government bureaucracy but there were really scholars 
on the staff 
Who did research 

Who did real research They did real research 

There s all sorts of issues about shortages and conservation and the 

future of oil supply How does the commission deal with that sort of 

thing and the environmental movement 7 

Well where do you begin 7 


CASTANEDA Do you feel these pressures 7 
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Yeah Where do you begin? Let s begin with oil When I became a 
commissioner one of the questions that kept coming up was do we 
not need to develop an alternative to gasoline? Because after all we 
are beholden to the OPEC countnes If they want to withhold oil we 
don t have fuel oil supplies We don t have gasoline supplies Our 
country runs on the internal combustion engine Don t we need 
alternative vehicles alternative fuel vehicles? 

I don t know Do we or don t we? So one of the things the Energy 
Commission looked into prior to my arrival at the commission during 
my stay at the commission and I m sure they re still looking at it 
today are alternative fuel vehicles 

Chuck Imbrecht became Mr Methanol Now methanol is an 
alcohol fuel It s derived from natural gas Chuck was taken to 
methanol He got to meet some Indy 500 drivers because methanol is 
the fuel that they drive They still use it at Indy 500 If you ever 
watched an Indy car race if there s a fire you can t see the flame It s 
alcohol Methanol is what it is Methanol is alcohol You cant see 
the flame because it bums clear 

That s the fuel that we were trying to develop The state 
developed through the Energy Commission M85 85 percent 
methanol 15 percent something else and the something else was 
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probably gasoline to give luminosity so that if there was a fire you 
could see the flame And so Chuck became Mr Methanol We had 
methanol pumps around the state and we drove around in cars that 
were specially built m Detroit Fords I guess they were Ford 
Tauruses that could run on gasoline and M85 methanol 

Of course M85 didn t give you the distance that gasoline gave 
you so that if you were going to drive up and down the Valley as I did 
my first year every weekend I couldn t get from one end of the Valley 
to the other on methanol But specifically for me we dedicated a 
methanol pump in Bakersfield and I could make it on methanol from 
Sacramento to Bakersfield [Laughter] 

But just between you and me I wouldn t drive my car to a 
methanol pump in Sacramento We always had students from Sac 
State who were the gofers They d drive the car down and fill it up for 
you But the car ran on gasoline so if I d drive anyplace else you d 
fill it up on gasoline 
So it was interchangeable 

Yes same tank same mixture it didn t matter You d just get better 
gas mileage out of gas than you got out of methanol 

So we tried to develop a fleet of methanol cars We tried to 
develop electric powered cars The problem there was batteries We 
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tried to develop natural gas vehicles and we had retrofitted natural gas 
cars But again you have to put all the stuff in the trunk so you 
wouldn t have any trunk space You have to go to specially designed 
service stations to get natural gas So we were working on electric 
vehicles methanol vehicles natural gas vehicles ethanol vehicles 
which is basically the same thing as methanol but it s developed from 
agnculture products agricultural waste So we were trying to develop 
alternative fuel vehicles because of the increasing reliance on oil 

I really never subscribed to that because my philosophy was the 
alternative fuel of the future for automobiles hasn t yet been 
discovered I didn t buy into alcohol fuels I didn t buy into natural 
gas That was what existed today The alternative fuel of the future 
hasn t been developed yet 

Now it may be electric It may be batteries It may be the right 
kind of batteries It may be hydrogen It may be something else we 
haven t even thought about But the internal combustion engine 
powered by gasoline given the structure of the automobile industry 
and the petroleum industry am t going away fast 

I started on the Energy Commission in 87 and this is how many 
years later fifteen sixteen years later and we still have an internal 
combustion engine run by gasoline and we still have the same fuel 
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economy m the vehicle fleet that we have today as we had in 1987 
No changes And we re still talking about developing alternative 
fuels 

Anyway that was one thing conservation If we ve got to 
generate electricity and if there really is an increase in demand every 
year maybe we need to conserve so we need to conserve gasoline 
through better vehicles We need to conserve electricity through better 
insulation through more efficient appliances So the Energy 
Commission worked on that 

What are the conservation measures? They had programs to put m 
weather stripping They had programs to put in better windows They 
had programs to give you discounts on We II buy your refrigerator if 
you 11 buy a more efficient refrigerator Get nd of these all electric 
homes because generating electricity became high priced because 
fuel prices were tied to oil So the natural gas prices were tied to fuel 
oil so that if you wanted to build a natural gas power plant to generate 
electricity the price of natural gas was tied to the price of oil the price 
of oil was tied to OPEC got to conserve electricity because the price 
of natural gas is tied to oil yadda yadda yadda 

So conservation became a big thing still is a big thing and there 


were some effective programs Develop alternative ways of 
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developing electricity geothermal Solar electric I remember a senes 
of power plants built out m the desert in the high desert out around 
Mojave which is the desert over the mountains from Bakersfield Luz 
Electric L-U Z an Israeli firm partnership kind of firm they 
developed solar panels The solar panels would follow the sun They 
would heat up some kind of a liquid which would generate steam 
which would generate electncity In order to get these things to run 
they needed great subsidies 

This reminds me of a story I just heard the other day as a matter of 
fact I was talking to Manuel Alvarez and he related a story to me I 
didn t hear it when I was on the Energy Commission Luz Electric 
tried to develop these solar panels to generate electncity 
Environmentally clean because they were burning a particular fuel 
that was clean Solar panels aren t bad except they destroy the land 
They destroy the desert tortoise the desert fox all this other stuff 

But that aside when one of the volcanoes erupted in the 
Philippines and there was a massive eruption and it spewed junk up 
into the atmosphere and it went all over the globe Chuck Imbrecht 
wrote a letter to the Federal Energy Regulatory Commission urging 
them to give special subsidies federal subsidies to Luz Electnc 
because of the junk that was spewed into the environment from the 
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volcano Luz Electric was developing clean energy and they wouldn t 
spew other stuff into the environment He tried to relate a volcanic 
eruption in the Philippines to the development of solar panels in the 
desert of California [Laughter] 

I didn t hear about that till the other day but I don t know whether 
Chuck was successful in that or not But Chuck was an advocate of 
developing these alternative ways of generating electricity So 
burning biomass anything that wasn t oil or petroleum or natural 
gas related although there was a push for natural gas I mean a big 
push for more natural gas in California which I was intimately 
involved in quite honestly But there was the attempt to develop 
alternative fuels to develop power plants to develop to generate 
electricity not based on oil or natural gas 
And then there s wind biomass 

I forgot about wind We lived in Tehachapi where you ve got these 
crazy looking things that turned I always thought that Tehachapi was 
a graveyard for propeller driven planes It looks like there s these 
propellers turning around 

The problem is the wind doesn t blow at the right time of day The 
wind doesn t always blow at peak hours If the wind blows at 
midmght that s when you have to sell electricity You want the wind 
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to blow on a hot summer day from four o clock in the afternoon until 
seven o clock m the evening If the wind doesn t blow you get no 
wind energy It doesn t do you any good 

They were very expensive to build these things Now they ve 
become more efficient over time as technology develops You can 
make the argument which we did all the time at the Energy 
Commission we need to support solar We need to support wind We 
need to support geothermal even though they aren t cost effective 
today If we don t develop them they 11 never become cost effective 
and we 11 need them down the road Therefore we need to subsidize 
solar and wind and geothermal Well guess what 9 Solar and wind 
and geothermal still have to be subsidized today 
Did you ever have any dealings with Paul Gipe 9 
Yeah Paul and I have had many run ins Paul is a neighbor of mine 
When I was appointed to the Energy Commission we lived in 
Tehachapi Paul Gipe lived in Tehachapi I knew Paul before I was 
appointed to the Energy Commission When I got appointed to the 
Energy Commission Paul would lobby me hoping that I would do 
things for Paul I did a few things for Paul and for Paul s group But 
it became abundantly clear to me that a lot of things that Paul wanted 
were just not cost effective and I couldn t opt for them So Paul and I 
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would have run ins But yeah Paul was a great spokesman for the 
wind energy industry a great spokesman Still is 

In fact I had my last run in with Paul back m Bakersfield probably 
three years ago when I was invited down to give a talk at lunch to the 
League of Women Voters and Paul was there doing his usual rabble 
rousing But he s an effective spokesman for it 
From what I understand he s very focused on wind 
Oh yeah He thinks that wind is the only energy resource of the 
future He s wrong but what a wonderful country we have when 
people can speak out the way they really feel without being slapped 
down And Paul has the broad enough shoulders that when people 
slap him down he comes back for more I have great admiration 

I have great admiration for a lot of people I don t agree with And 
I have very limited admiration for a lot of people I do agree with 
because I like confrontation and I ve always been the kind of person 
that s thrived on confrontation 

In fact there were people that came to me on both commissions 
and they would say to me You know we don t agree with you at all 
but you know you re open and you listen and when you take a stand 
you defend it We respect that 
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I said Well you know I respect you for taking your stand To 
this day I feel the same way and I won t change So I have great 
admiration for Paul 
Then you know where someone stands 

Sure This is one of the things I really hate about politics You don t 
know where a lot of these politicians stand on things They 11 tell you 
one thing and do something else and I understand why I ve been in 
Sacramento on and off for the last fifteen years of my life lobbying 
being on both commissions You understand the give and takes of 
politics That doesn t mean I like it I understand it 

But I always have a lot of respect for somebody who tells you 
where they stand because if you know where they stand you can 
perhaps more easily reach a compromise because you know where 
they stand They re telling you And sometimes by them telling you 
where they stand they re actually asking you to find a compromise 
because you know where they stand I tned to do that with all the 
people that I dealt with on both commissions and with my students I 
let them know 

There was a time in one of my classes that I was teaching at Cal 
State Bakersfield introductory class and it was not one of these 101 


102 classes or 1A and IB classes It was Econ 100 which was a one 
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quarter class not a prerequisite for anything It just gave you a feeling 
of economics I would walk into class and I would say to the 
students Look I m a free market economist I believe in individual 
liberty I believe in individual property rights But that s got nothing 
to do with this class I m going to teach you the principles of 
economics and you can do with them whatever the devil you want to 
do with them Please leave your political philosophy your social 
philosophy your economic philosophy at the door when you walk into 
this room because I m going to 

Next class day I come into class At the door was a brown bag 
and it said Leave your political economic and social philosophy in 
this bag Some student just took it up and said This is what I m 
going to do to this guy And I try to do that with my students I try to 
do it all the public life that I have is to be very open very honest with 
people 

In fact one of the advisors to one of the commissioners said to me 
only a month or so after I was on the Energy Commission she came 
up to me and said You know you re really open You really 
understand what s going on and I don t agree with you but I really 
am looking forward to working with you And I took that as a real 
compliment because it really was a compliment 



117 


CASTANEDA 


BILAS 


I said to her You may think I know what I m doing but I haven t 
the foggiest idea what this commission is all about I ve got a long 
learning curve to go But I have a philosophy and I live by that 
philosophy so that if I ve got to make a decision I look at it from the 
eyes of a free market economist and use those principles I can go 
from A to B Pity the person that doesn t have a philosophy He has a 
difficult time getting from A to B a real difficult time You may not 
agree with me but I can get from A to B and not lose any sleep over it 
When did you start teaching the course at Sacramento State 7 Was that 
at this time 7 

Yeah I guess I was on the Energy Commission for a year or so and I 
don t quite know how it happened Oh there was a young fellow at— 
I say young Everybody s young now that I m sixty eight years old 
But there was a fellow on the staff of the Energy Commission who 
taught a course at night at Sac State and he came in one day and asked 
me if I might be willing to teach a course at Sac State because they 
were looking for part time people as state universities do They 
haven t got faculty that can cover all the courses and they need some 
part time people f don t know whether it s still that way Chris at Sac 


State or not 
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But I said I would consider it so long as it is legal for me to do it 
because this is a lull time job as a commissioner And I checked it out 
and checked with our legal department and it was perfectly legal So I 
told him to tell the department chair yes and I would be willing to 
teach either intermediate micro theory where I d written a textbook or 
introductory micro theory I don t want to anything other than those 
courses 

I wound up teaching I think three semesters and made some extra 
money but it wasn t worth the time away from home I was away 
from home a lot traveling anyway and this was two or three nights a 
week I guess it was two mghts probably Tuesday and Thursday like 
about I m going to say five thirty to seven thirty those two nights I 
did it for a couple of semesters and then said Thank you but I just 
can t do it again I just haven t got the time And they understood 
but it was fun doing it 
And more papers to grade more testing 
And more papers to grade yes more papers to grade 


CASTANEDA Okay let me stop 
[End Tape 2 Side B] 
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CASTANEDA Let s start off asking about the environmental issues that would come 


BILAS 


up at the Energy Commission You mentioned that Barbara Crowley 
was the environmental member 

Yeah when I first came on the commission in 87 Barbara Crowley 
was the vice chair of the commission and the environmentalist You 
make sure I have that right Doug Noteware was the hard scientist 
Chuck Imbrecht was the attorney I was the economist Bob 
Mussetter was the person at large So Barbara Crowley had to fill the 
environmentalist position 

It s kind of interesting You look at the Warren Alquist Act and it 
tells you that one person must be an attorney That s easy Got a law 
degree you re an attorney I mean no brainer Then it specified the 
economist has to know something about natural resource economics 
Well those people hardly exist But I was I think the first Ph D 
economist on the California Energy Commission and so I filled that 
slot I was a professional economist 

Person at large is no problem A hard scientist physicist chemist 


geologist that s almost a no brainer But to me a hard scientist would 
be a person with a Ph D in that area But that doesn t fly 
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But the environmentalist How do you define an environmentalist 9 
Well Barbara Crowley may she rest in peace she was a wonderful 
lady well tied into the Republican Party as were most of the 
appointees except me I was a Republican and I was on a central 
committee but I wasn t really tied into the party in terms of being an 
activist I did things but I wasn t the head of the party in Colusa 
County or whatever county Barbara was the chair of the central 
committee in a particular county I think and she might have been 
mayor of a town 

But she had as she said it an almond farm Not ah mond farm 
Not all mond ah mond And I guess that was her tie to the 
environment So long as you could get approved by the Senate Rules 
Committee and the Senate it really didn t matter what your 
qualifications were So as I look back on this and I look at it even 
today it s politics and politics works very nicely I guess for some 
people 

Barbara was a wonderful lady and I think she was concerned 
about the environment but she was not an environmentalist but she 
would go through the motions I think all of us certainly had some 
respect for the environment We might have disagreed with the people 


from the Natural Resources Defense Council that would come before 
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us and people from other environmental groups but we d always 
listen to them And Barbara was responsive 

But there was a great concern about the environment because on 
the electricity reports that I got involved in shortly after I came to the 
commission we were trying to measure the impact of pollutants on the 
environment What were the real costs 9 Because there s a cost If 
you spew something up in the environment there s a cost someplace 
How do you measure that cost 9 How do you measure it in terms of 
loss of life loss of productive activity 9 I don t know how you do it 
but we sure as the devil fried to do it because not only was it our 
mandate legally to do it but it made some sense because if you were 
going to build a power plant and it didn t cost any more to build a 
clean one than it cost to build a dirty one in terms of the real cost the 
true cost you might as well build the clean one Now it might cost 
more to build the plant but when you start adding on other costs to 
society it might be a lot better to build that than to build a dirty plant 
So this became very important to us in almost all of our deliberations 
and certainly Barbara was one of them 

Now when Barbara left the commission when her term was over 
she was not reappointed Pete Wilson was governor at the time and 
Governor Wilson appointed Jananne Sharpless who was I think the 
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director of the state Environmental Protection Agency Yeah I think 
that s what she was appointed by Governor Wilson and then he 
moved her over to the Energy Commission And she was a true 
environmentalist I mean she was Republican but she proves that 
Republicans can be environmentalists if you need proof 

I mean Jananne was a consummate environmentalist really really 
concerned You could see a change at the commission even though 
they were all Republicans there who were presumably anti 
environment You could see a change when she stepped in as the 
environmental representative 
And the scientist again was 9 

When I was there early on it was Doug Noteware and then it 
became—oh golly he s now dead—an Armenian from Fresno as a 
matter of fact Art Kervorkian not to be related to the Dr Kervorkian 
And then David Rohy came after Art left 

Was there a requirement that they be an expert in a particular kind of 
science 9 

No I think the Warren Alquist Act states a scientist or maybe it says a 
hard scientist I m not sure Or a physical scientist I think that s what 
it says So presumably if you and I were on a search committee at a 
university and we had to get a physical scientist we d look for 
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somebody with a Ph D m geology or a Ph D in physics or a Ph D in 
some kind of physical engineering if there is such a thing That s 
hardly the requirement for a physical scientist at the Energy 
Commission 

The at large person where did that come from'? 

When I was there the first at large person was Bob Mussetter Bob 
was mayor of Williams You passed through that on the way over here 
today Bob was intimately involved in the non building trying to stop 
the building of a high voltage transmission line that would come right 
down the I 5 corridor I think He was the chair of the Republican 
Party in Colusa County He worked hard for the election of or 
reelection of Governor Deukmejian Politics being what it is Bob 
became a member at large and that didn t have any specific 
qualifications 

When he left when Pete Wilson was governor and his term came 
up he was not reappointed Governor Wilson appointed Sally Rakow 
as the member at large Sally I believe ran Pete Wilson s Northern 
California office when he was a senator and she was a rare breed she 
was a Republican from Mann County Sally was a nice lady and I 
don t know whether she s still alive or not I haven t seen or heard 


from Sally m probably four or five years 
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What kind of staff did you have in terms of helping out with research 
and that sort of thing? 

Each commissioner has a secretary and two advisors The chairman of 
the commission had a third advisor I don t where m the law this is 
wntten But I had mentioned earlier Manuel Alvarez I inherited him 
from my predecessor whose name still escapes me dam it Then the 
second advisor I kept Manuel on for a month and I was assigned a 
temporary second advisor by the executive director of the Energy 
Commission 

I kept Manuel on for the first month to look him over and then 
took him out to lunch one day and asked him pointblank Manuel if I 
were walking down the road and I came to a cliff and I was hell bent 
on following the path down to the cliff what would you do? 

And he said I d follow you down the path and try to keep you 
from jumping off the cliff 

I said to him m response to that Do you want to work for me? 
And he said ‘yes 

I even got Manuel to vote for the election of Pete Wilson He s a 
consummate Democrat but I even got him to vote for Pete Wilson 
That s probably the biggest feather in my cap So I asked him to work 
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for me and he said he would be happy to He worked for me the 
entire time that I was at the commission 

I then had a second advisor I hired her almost right after I hired 
Manuel She was highly recommended to me I interviewed a couple 
of people Suzanne Garfield who worked for me for several years and 
then got a better job at the commission in the publicity department 
whatever I don t know what they call it 
Public relations or something like that 

Public relations whatever it is I hired a young lady by the name of 
Linda Davis Linda Davis is an electrical engineer and she was on—I 
think she may still be on—the SMUD [Sacramento Municipal Utilities 
District] board as a matter of fact Then she went back to the 
department that she came from and I hired a young man Kevin 
Chom who died of AIDS which was a very very sad very sad thing 
I almost thought I lost a son when I lost him 

So I had a diverse staff In fact I ve got a picture of them upstairs 
They all got together When Kevin was dying they all got together 
and had a picture taken down in Old Sac with my secretary and all of 
my advisors and former advisors And I ve got it hanging in a place of 


honor 
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Going back to the environmental issues for a moment one thing that 
I ve been curious about I don t know how this came up in the Energy 
Commission but the whole concept of green energy 
Yes I don t know where that started The Public Utilities Commission 
will probably claim its origin I suspect it came from an electricity 
report that I was responsible for at the Energy Commission I was in 
charge of three electricity reports two of which I saw through to 
fulfillment The third one I left before it was finished to go to the 
Umversity of Oklahoma I m not sure whether it was the first or 
second electricity report but in one of them we found a need for 
something on the order of 10 000 megawatts over the next decade 
10 000 additional megawatts of electricity generation m order to keep 
the system moving forward and that 7 500 of that would be through 
conservation and renewable resources which would be geothermal 
biomass wind solar not hydro Somehow hydro got thrown into 
other things But you could consider hydro as a renewable as well I 
suppose 

That s what I think became known as green energy 
environmentally friendly Then the other 2 500 megawatts could be 
anything but 1 250 of that was reserved for special projects of some 
kind That became energy policy So that policy almost was saying 
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we re not even going to use natural gas anymore if we can help it 
We re going to use renewable resources conservation whatever 
Probably totally unrealistic 

It was done for a couple of reasons One I didn t think there was 
an immediate demand for electricity This is the early nineties There 
wasn t an immediate demand for electricity so you could get away 
with something like that Secondly it was a way of politically 
appeasing the environmentalists and the environmental lobby And 
thirdly it enabled our staff to do one of its missions and that was to 
try to develop alternative sources of energy So it opened up the door 
for them to do as much research as they could 

So I looked at is as a really positive thing for everybody mvolved 
and I frankly think out of that policy call by the Energy Commission 
the term green energy 5 probably came to be I don t know whether 
it s a California word whether it s an East Coast word or whatever 
but certainly saying 7 500 megawatts of the next 10 000 new 
megawatts that we need is going to be renewable that opened up the 
door for all of the environmentally sound energy development that 
could take place in California 

I can see how that concept would kind of come out of that 
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We talked about Paul Gite representing wind Were there other 
individuals who on their own sort of became known as representative 
of solar or geothermal? 

The geothermal people were interesting people because they were 
generally spinoffs of natural gas companies There were a couple 
independents but Calpine which is now a big energy company was 
very active up here outside of Santa Rosa in the geysers They were 
developing geothermal power so Calpme sort of became the 
spokesman for geothermal power 

But all of the renewable resources it didn t matter which one it 
was and all of the conservation resources the big spokesman 
individual was Ralph Cavanagh who represented NRDC 

My good friend Bob Mussetter used to refer—Ralph Cavanagh has 
got red hair—used to refer to Ralph as Big Red I m not sure 
whether he referred to Ralph as Big Red because he had red hair or 
because he thought Ralph Cavanagh was a consummate Communist I 
really am not sure to this day and I ve never asked Bob And maybe 
both I m not sure [Laughter] 

So he s the did you say, director of energy 9 

I don t know what his title was but he was the major NRDC player at 
the Energy Commission and was the major NRDC player when I was 
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at the Public Utilities Commission Ralph is an attorney by profession 
and I think he s a senior analyst I don t know what the titles are at 
NRDC but he was the big guy then I think he probably still is today 
And he would come to the meetings'? 

Oh yes and he d come to your office and lobby the devil out of you 
Was he effective 7 

Let s put it this way Ralph always knew where I stood and there 
were things that I did for Ralph because I truly believed m what I was 
doing because he had some influence on my decision making I have 
to say Ralph Cavanagh was and I believe still is extremely effective 
I had and I still have the utmost respect for Ralph Cavanagh and for 
NRDC as a matter of fact So many NRDC people were not as 
politically savvy as Ralph and they and I might have gone at it a 
couple of times but I have a lot of respect for the institution 
What could he do to influence the commission and even what the 
commission s authonty is I understand in terms of the plant siting 
Yeah plant siting In terms of development of policy for example 
when we developed the policy that 7 500 of the next 10 000 additional 
megawatts is going to be renewables that s a hell of a policy decision 
to make And I have to say this Ralph Cavanagh was influential in 
doing that He knows it To this day he will tell you that He may 
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tell you that it was his policy I don t think that s true but God bless 
Ralph Cavanagh He had a lot of effect on that 

Now whether that policy has any guts in terms of ever being 
implemented the answer is no Did it have any guts then 9 Maybe 
yes But for whatever it was worth that was a policy call on the part 
of the California Energy Commission the agency charged with 
developing energy policy So you have to say that NRDC and Ralph 
Cavanagh had a lot to do with it You can t deny that 
Were other organizations Sierra Club or 

Sierra Club was there Yes the Sierra Club was there I don t think 
they were nearly so influential There s a gradation of true belief— 
true belief is the wrong word Totally doctrinaire totally practical 
the compromise is someplace in the middle If truly doctnnaire is— 

111 just put it on the left and I don t mean to say that the Sierra Club 
are left wingers I just want to put it someplace Put it on the right it 
doesn t matter But if they re on the left and compromise is in the 
middle NRDC is to the left of compromise but far to the right of the 
Sierra Club They were willing to do some compromising 

The Environmental Defense Fund they were further to the right 
than NRDC They were much more compromising much more 
analytical as a matter of fact But NRDC was much more practical 
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than the Sierra Club and I think NRDC recognized that The Sierra 
Club probably wasn t going to get anything They might have some 
influence on NRDC which would then offer some things 
And the Environmental Defense Fund— 

We didn t deal very often with them They came in every once in a 
while When I was on the Energy Commission they were mainly 
based in Washington D C and they d every once in a while send 
somebody in to a hearing for an electricity report I always regarded 
them as being more analytical in the sense that they had Ph D 
economists and so they were trying to mix market signals with 
environmental signals 

So from a scholar s perspective—I hate to call myself a scholar 
but let s for the time being do that From a scholar s perspective they 
were much more appealing to me From a doctrinaire perspective the 
least appealing would be the Sierra Club because it was My way or 
the highway And from a political perspective NRDC was quite 
appealing because they understood the lobbying process and they still 
do 

Were there consumer groups that also lobbied? 

Yes consumer groups they were more available at the Public Utilities 
Commission because you ve got Nettie Hoge down at the PUC—I 
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forget what they call it now It s just up the street from the PUC but 
there s a group representing consumers 111 think of the name later on 
What about energy compames and utilities 9 Were they also lobbying 9 
Is the Pope Catholic 9 I mean come on [Laughs] What a question 
What a question 
How were they lobbying 9 

Of course they were lobbying If you take the oil industry the oil part 
of the Energy Commission Chevron was always right I don t know 
whether that meant right or left on the political spectrum They were 
always correct Whatever Chevron did was correct 

Well surprise surprise surprise That am t the case Whatever 
the gas pipeline people did was right Whatever the investor owned 
utilities did was right Whatever the municipal utilities did was right 
Of course they d come and lobby for their position because they 
always want to get a bigger piece of the pie whatever that pie was I 
never could figure out what the pie was but they wanted to make sure 
that they were a big player in it of course 

The consumer groups were not heard as much at the Energy 
Commission as they were at the Public Utilities Commission 
however But again you give me an agency that in any form 
whatsoever has some regulatory authority over private business you 
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know there are going to be lobbyists there When this country was 
founded in 1776 it didn t take the lobbyists long to figure out there 
was a government in Washington D C and they got goodies to pass 
out We re gomg to go get those goodies They do it all over the 
country and at every level of government It s in their best interest to 
do it 

Deregulation is a subject that s already on the national scene at this 
point You re starting to deal with that at the Energy Commission in 
the late eighties and nineties 

Let me tell you what happened at the Energy Commission in terms of 
deregulation I think the first real debate on deregulation was over gas 
natural gas When I came on the Energy Commission m 87 there 
was a debate that had gone on for a while I don t know how long but 
it was going on when I came on the commission over the additions to 
natural gas pipelines 

California was unique at the time California never had interstate 
pipelines Interstate pipelines go across state lines In California the 
interstate pipelines would stop at the border Malm Oregon just 
across the border from Northern California Topoc California you 
drive Highway 40—we just got back from Flagstaff as a matter of 
fact watching our oldest grandson graduate from Northern Arizona 
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University so we went over 40 You go through Needles get to the 
California border there s Topoc Right at Topoc there s a station 
where two pipelines hook up and it s the Topoc terminal 

Prior to my commg on the Energy Commission gas would come 
up to that station was interstate gas and as soon as it got across the 
state line it became under the control of the California Public Utilities 
Commission It was not under the control of the Federal Energy 
Regulatory Commission There were no interstate pipelines in 
California The same way at Malm Oregon When those molecules 
cross the border they were under the jurisdiction of the Cahforma 
Public Utilities Commission 

So there was a raging debate going on at the Energy Commission 
and the PUC We need more natural gas We do not have adequate 
supplies of natural gas indigenous and there s not enough pipeline 
capacity to bring in enough natural gas to produce the electricity that 
we need moving forward 

I would say that of the ten commissioners five on the Public 
Utilities Commission and the five on the Energy Commission when I 
came on the Energy Commission one opted for changing the structure 
I was the one Because my feeling was I didn t know anything about 
natural gas I wouldn t know a natural gas pipeline from a hole in the 
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ground Well that s not quite true We lived in Tehachapi and there 
was a pipeline coming through and I saw it I knew what it looked 
like 

More is always better than less because more will cause prices to 
go down Abundance of supply causes price to go down so more is 
better than less So why not let people compete to bring m pipelines 
as long as it doesn t cost the ratepayer anything If you and I get 
together and want to build a pipeline and we re going to fund it 
ourselves so be it All it s going to do is bring more natural gas into 
California 

We now have interstate pipelines m California Now we don t 
have enough capacity going forward from 2003 but we had enough 
capacity in the 1990s because we have interstate pipelines now We 
had excess capacity We had pipelines that couldn t fill up We do 
now because of the increase m population increase in industry 
industrial growth in California We need more pipeline capacity 
today But I have to say I won the battle We do have interstate 
pipelines 


CASTANEDA When was that changed where you could have interstate pipelines 9 
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Oh goodness Kern River Pipeline was built sometime in the early 
nineties and Mojave Pipeline was built sometime in the early nineties 
and they were interstate pipelines 
So those were the first two 9 

They were the first Yeah in fact I went to the groundbreaking 

ceremony for Kem River Pipeline down in Bakersfield when I was on 

the Energy Commission I still have two little shovels out m the 

garage that I had kept for my grandkids and I still have them hanging 

out in the garage which were to turn over the dirt 

Was a law required or was it a ruling or what administrative thing 

happened 9 

I don t exactly know what happened Chris I think the policy of the 
State of California whether it s done through the legislature or just 
through the two commissions was to follow the FERC policy The 
FERC policy was why can t there be interstate pipelines in 
California 9 There should be and there were FERC certified them 
and the state accepted the certification of the FERC I don t think it 
took a state law to do that 

Do you know why California didn t want to have interstate pipelines 9 
Yes because they wanted to have regulatory authority Regulators 
want to regulate I mean come on why do you become a regulator 9 
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You don t become a regulatory to sit back and say I don t want to do 
anything 

But are there other states that— 

I don t know I don t know I think most states have I think 
California was the only state that didn t have interstate pipelines I 
don t know I honestly don t know We do now And we didn t when 
I came on the Energy Commission so I really think probably m my 
fifteen years or thereabouts of public policymaking m California 
probably historically the best thing that I did at least from my 
perspective is arguing for and eventually winning the pipeline debate 

In fact when I came on the Public Utilities Commission there 
were former commissioners who came to my office and said You 
know you were right and we were wrong We argued against you 
You were right 

I went to a dinner one evening—when I first came on the Public 
Utilities Commission I was invited down to renew acquaintances at 
Southern California Gas Company The president of Southern 
California Gas and a couple of executives and I and a couple staff 
people were in a private dinner Dick Farman was the president of 
Southern California Gas at the time or CEO whatever the big guy is 
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Farman s now retired When they merged with to form Sempra he 
retired 

I got to know Dick pretty well because Dick played basketball at 
Stanford at the same time I was playing baseball at Duke Dick lasted 
all four years playing basketball He said he was never great but we 
had a sort of a rapport in intercollegiate athletics 

When I came back to the PUC and Farman invited me down for 
dinner he said in no uncertain terms to the people that were at the 
dinner When Dick Bilas was on the Energy Commission I totally 
disagreed with him about the opening up of gas markets m California 
and I m going to tell you folks right here and now that Dick was right 
and I was wrong And I found that to be a wonderful wonderful 
statement by a guy that was a very very successful executive for the 
major gas company m the country 
So the companies in California also— 

They wanted to be regulated They wanted to be regulated and the 
regulators wanted to regulate because the gas companies knew the 
benefits of being regulated You know how to play the game you win 
and you say you win for your customers You don t You win for 
your shareholders You don t care about the ratepayer You care 
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about the shareholders because you II be fired if you don t do a good 
job for the shareholders 

They knew they could win in a regulatory arena but they had to 
admit and I think each one of them to a man said that Dick Bilas was 
right And I think from a personal perspective if I m going to brag 
about anything and it may be the only thing that I have to brag about 
over the fifteen years that I did public policy was the introduction of 
interstate pipelines into California 

And I m sorry to see events occurring at the Public Utilities 
Commission where there s an attempt to backtrack on all the opening 
up of markets that I had something to do with It really discourages 
me It doesn t discourage me it upsets me but I can t do anything 
about it and I wouldn t anyway I m happily retired 
Maybe we can talk about that more too when we move up in time 
Yes sure Absolutely 

Did the other interstate pipelines that had stopped at the border were 
they allowed to come into California? 

The molecules—I mean I joke when I say this It s as if you get to 
Topoc and the molecules are black And then all of a sudden they 
come into California and now they re white like they re different 
molecules Interstate pipelines they come in and lobby but they had 
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no authority within the state at all They would lobby to try to get 
some authority Even the FERC that stuff got to California it was the 
Public Utilities Commission The FERC had nothing to do with that 
We got it there and it may be wrong for California to do what it s 
doing but that s the California policy because California argued 
interestingly for regulatory authority They argued state rights And 
the FERC was arguing interstate commerce So you had this push and 
pull and I m happy to say that at least until today—it may change m 
the future—interstate commerce has won which it should have 
Was Kern a combination of— 

Kern River Pipeline was a spinoff of Teneco because when I was in 
the process of bemg appointed to the Energy Commission I was called 
up to the governor s office to interview as a potential member of the 
Energy Commission and at the same time Don Rogers had gotten 
some people together and while I was up here I was to meet with 
them 

One of the persons that I met with was Sal Russo Now Sal Russo 
worked for Governor Deukmejian and then opened up his own 
lobbying campaign advising company There I think it s Russo and 
Marsh today or Russo and Watts They re in Sacramento Sal runs a 
lot of campaigns I was invited up to meet Sal Russo 
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When I met Sal Russo I also met a guy by the name of Ewell 
Muse On one side of his card he had Vice President Tenneco and 
the other side was I think President Kern River Pipeline Okay so 
yeah somehow they were spinoffs of other companies or groups of 
spinoffs of a couple of companies getting together to push for and 
lobby for interstate pipelines 

When interstate pipelines were permissible in California did that seem 
to bring more gas 9 

Oh yeah Oh yeah because a couple pipelines were built That 
increased capacity tremendously to the pomt where there was excess 
capacity which meant that a pipeline company wanted to fill up the 
pipelines so they would go out and bid for gas and they d sell it to the 
California market at ridiculously low prices because they wanted to 
keep the pipelines running full California ratepayers benefited and 
eventually the California gas distributing companies Southern 
California Gas San Diego Gas & Electric Pacific Gas & Electric they 
all benefited from it but they didn t think they would because they 
were happy under the regulatory blanket 
I guess they didn t want new companies coming m 
They didn t know what they would—when you don t know what the 
future is you like the past You get uncomfortable I mean look if 



142 


CASTANEDA 


I m the CEO of the XYZ gas distribution company and I ve got five 
years to go before my retirement I want to make sure that I m 
president for five years I ve got to be beholden to my shareholders 
not to the ratepayers I see this possibility that maybe things are going 
to change and I don t know what that means because I ve never lived 
in that environment What am I going to do 9 The answer s very clear 
to me I m going to fight like hell to not have that change take place 
because I may not do as good a job for the shareholders and my 
retirement may not be what I m thinking it s going to be so I don t 
want change I m happy in the regulatory environment 

The greatest job in the world I think is to be the CEO of a 
regulated company You don t do anything It s always the 
regulator s fault it s not your fault And you get the big salary I hate 
to say it but I think it s a cushy job and these guys didn t want to lose 
that cushy job But today to a man they admit that this was the best 
thing for the State of California and it was good for their companies 
To switch over to nuclear just for a second the problems that Rancho 
Seco had had and the shutdown m 89 what s the Energy Commission 
talking about when that happens at Rancho Seco 9 
The Energy Commission is a policymaking body and its policy is to 
make sure that there s adequate electricity for all of the consumers of 
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electricity in the state So in some sense you don t have control over 
municipal utility you don t have control over an investor owned 
utility but you have policymaking recommendations from a state 
perspective First of all SMUD never should have never built Rancho 
Seco It s a small municipal utility as municipal utilities go and they 
built a plant that would provide almost all of their needs which is 
absolutely stupid to put it all in one power plant 

It was doomed from the day it was built because nuclear power 
plants—it doesn t take a rocket scientist to figure this out There was 
no set off the shelf nuclear power plant Every nuclear power plant 
was different Everything had changes in it There was no set model 
A great example is Diablo Canyon where they built one of the Diablo 
Canyon power plants in reverse They took the specs and turned them 
around and they had to reconstruct the whole dam power plant 
because they built it wrong 

Rancho Seco was the same thing There was no off the shelf 
power plant so they put their eggs in one basket They built this 
power plant without having the appropriate technological 
development without havmg the appropriate people to run the plant 
The thing was down more than it was up You couldn t rely on it so 
they had to go out and buy power So why run the damned thing 
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which is costing the ratepayer in Sacramento tons and tons of dollars 9 
They did the right thing by closing it down but they never should have 
built it in the first place 

What does the Energy Commission think about it 9 Well you lose 
1 000 megawatts of power where are you going to find the power 9 
You d better make sure you have the power because you ve got 
ratepayers that have to be supplied by this municipal utility with 
power Fortunately a municipal utility doesn t have all that problem 
because they get preference power from the Northwest Bonneville 
Power through the Western Area Power Administration and they 
were able to buy power So they made the transition 

It wasn t much of a transition m the sense that the power plant was 
down more than it was up so they were buying power anyway So it 
was not a great loss It was a great loss in the sense that it frustrated 
any future development of nuclear power in the State of California 
which may not be all that bad Although if you want a clean fuel it s 
nuclear fuel if you can get nd of the waste That s another issue 

But you ve got to be able to run a power plant efficiently and you 
can t have people smoking dope when they re out there working And 
I know that there were people smoking dope out at the power plant at 
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Rancho Seco And I wouldn t want to trust a nuclear power plant to a 
guy high on dope 

So it really was sort of a landmark closing in the sense that it was a 
message that nuclear wasn t going to work in California 
It was the right thing to do It wasn t going to work in the SMUD in 
Sacramento Municipal Utilities District That doesn t mean that 
nuclear power can t work m California 

Diablo Canyon is now a very efficiently run power plant and 
PG&E ought to take a lot of credit for that and I think they do 
Nuclear power can work in California Diablo Canyon is a great 
example But you ve got to remember it s base load power I mean 
once you generate it it s there You can t change it up and down for 
peaks which is a mistake that SMUD made because you had a base 
load power plant where you need peakers Now Diablo Canyon and 
the PG&E district is an entirely different thing because it provides 
base load power then you have peakers and what you need So it was 
a mistake to have it there 

So I think nuclear power can be part of the future in California If 
and when if it ever happens and it may not you could have an off 
the shelf power plant Somebody can come in and build a power 
plant The way they continually built power plants in the past was 
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every plant was different Let s add this Let s change that Let s 
not do this You can take an off the shelf gas fired power plant build 
it just like that [snaps fingers] Why can t you do it with a nuke 9 
Well a lot of reasons I suppose not the least of which is this fear that 
a nuclear power plant s a nuclear bomb It s not Chernobyl I mean 
Chernobyl is Chernobyl This is not Diablo Canyon It s not the XYZ 
plant being built in the Mojave Desert It s not going to happen but 
there s this fear And so nukes are out for the immediate term but I 
still think down the road there can be a real place for nuclear power 
But oil and natural gas continue to be the primary 
Not oil There s no oil There s no oil generation of electricity m 
California You have natural gas which is probably the largest nuke 
renewables including hydro 
And no coal to speak of 7 

There s coal fired power that comes in but it comes in from Four 
Comers which is Arizona I guess There s a couple of coal fired 
plants over there So there s coal fired There s no coal fired plants 
within the State of California There s coal fired power that comes 
into California by transmission In fact Delta Utah Los Angeles 
Department of Water and Power gets a lot of their power from Delta 
Utah which is a coal fired plant 
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CASTANEDA So it s mostly natural gas 

BILAS I don t know the percentages but I would say that the largest energy 

source of electricity in California is natural gas 
CASTANEDA Let me go ahead and change this 
[End Tape 3 Side A] 

[Begin Tape 3 Side B] 

CASTANEDA I see that there was a contingency planning office at the Energy 
Commission 

BILAS Yes One of the major functions of the Energy Commission is to 

develop energy emergency preparedness So you ve go to have a plan 
that if there s an energy emergency it can be adopted and accepted by 
the state So it s got to be approved by the administration which gives 
a direct tie between the Energy Commission and the chief 
administrator i e the governor 

When I came on the Energy Commission somehow—I don t quite 
know how this happened—I became the commissioner who was in 
charge of the energy emergency plan We had some outside 
consultants from Washington and from other places who would come 
in and advise us how to develop a contingency plan and then how to 


activate a contingency plan 
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It was kind of interesting because I was sitting in my office one 
day and out of the blue in runs a lady from the public relations office 
I ve got a shirt and tie on My jacket s hanging up And she says 
There s been an energy emergency XYZ has happened and the 
media are here and they need to talk to you And the media was 
there At least I thought the media was there There were television 
cameras there 

The first thing I did was grab my jacket put my jacket on run out 
with her and face the media They asked me questions I said I 
don t understand what s happened Tell me what happened They 
told me what happened Then they asked me What are you going to 
do*? 

I said We re going to do— ABC and D 
Somebody yelled out Stop the tapes That was exactly the right 
answer You did everything right You put the j acket on before you 
faced the media You gave exactly the right answers You didn t tell 
them too much You didn t tell them too little You satisfied them 
That was perfect It was all planned 

But what we had done over the course of beginning to develop a 
functional plan was do scenano planning We d go through a 
scenario We d play games We d go down into the hearing room 
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lock the doors with our advisors and consultants and we d play 
games 

When there was the Valdez oil spill we had all the answers We 
played that five or six times We knew exactly what to do It s too 
bad Exxon didn t know what to do too bad the State of Alaska didn t 
know what to do it s too bad the federal government didn t know 
what to do We knew exactly what to do All they had to do was pick 
up the phone call Dick Bilas at the California Energy Commission we 
could have told them exactly what to do We played that game 
When I was going with Manuel Alvarez up to I think it s Fallen 
Leaf Lake which is on the California side of Lake Tahoe it s a resort 
of sorts to a conference and we drove up one afternoon I was to give 
a talk the next morning We drove up and we checked m and of 
course like good corporate citizens or regulatory citizens or 
bureaucrats the first place we hit was the bar We walk into the bar 
and somebody says There s been an earthquake in San Francisco 
and there s been damage to Candlestick Park 

And I said You re kidding Let me have my dnnk 
No no and it s on television 

I said Oh my god First thing I did was to go out to the 
manager s office of the hotel resort and I said I am Commissioner 
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Bilas in the California Energy Commission I m in charge of energy 
emergency planning There s been an earthquake in San Francisco 
It s obviously had a significant effect on energy in San Francisco and 
the Bay Area I want that phone 

He said It s yours 

I had a telephone The first thing I did was call the office and it 
was hard to get through But we discovered something—we had a cell 
phone m the car We used the cell phone and got right through to the 
office 

I tried to call my wife couldn t get her She was in Sacramento 
where we were living at the time Got her on the cell phone She said 
Yes the chandelier was shaking m the dining room 

I said Okay Here s what we do Chuck Imbrecht had already 
moved into action with the governor s office I got in touch with 
Chuck I said I m on my way back from Tahoe We got back to the 
office We spent the whole night mapping things out and the next day 
everything was in place as to what the Energy Commission and the 
governor were going to do 

We were totally prepared for it We knew who to contact at 
Pacific Gas & Electric because there were gas leaks all over the place 
There were electricity outages but we also knew there was backup 
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power because there were small power plants down south of the Bay 
Area that were not affected that could generate power It was only a 
matter of transmission and fortunately the transmission lines were 
fine So the city was getting was power back because there were 
power plants that could be put into use And we did that at the Energy 
Commission 

So what prompted the commission to be so well prepared 9 
The small group of people that got together I don t know whether it 
was done before I came on the commission or not but I know when I 
was there and was in charge of it we did have consultants and we 
played games We just played What do you do if there s an 
earthquake in downtown LA 9 What do you do if there s a gas 
pipeline break 9 What do you do if there s an oil pipeline break 9 What 
do you do 9 And we played through these things That s why we had 
consultants that were going around nationally doing this stuff 

I don t know whether the Energy Commission s as well prepared 
today as it was when I was there I certainly hope that it is because 
it s essential to the State of California But it certainly was prepared 
then 

And one thing that s funny one of the young ladies that was on 
this contingency planning group her dad was a retired admiral and 
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she came in with a cap I ve got it hanging up downstairs and before 
you leave tomorrow I m going to take you through the house so you 
can see some of the memorabilia It s a cap that on its beak it s got all 
of the—what do they call it—scrambled eggs I guess that an admiral 
has And someone asked me Well what do you do if there s an 
emergency 9 

I said The first thing I do is go to the bathroom The second 
thing I do is come back to my office and put this cap on and look 
important Then we try to figure out what to do 

And that was sort of the line that we did If there was a real energy 
emergency just to keep people lighthearted the first thing I d do is put 
that cap on I m in charge here 

In fact we went through one of these scenarios and I paraphrased 
Alexander Haig when Ronald Reagan was shot I m in charge here 
I ve still got the little piece of paper someplace I wrote it out to 
Suzanne Garfield one of my advisors I m in charge here And she 
kept that and gave it back when I left the Energy Commission I m in 
charge here You know just try to relax everybody 

But we were ready We were really prepared when I was there for 
any energy emergency I mean it could be a transmission line down 
In fact I hope they re doing this today I really hope and pray they re 
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doing this today We knew what to do if the major north south 
transmission line were destroyed Now we knew what to do if it were 
destroyed by an earthquake We didn t think of terrorism 

But we began to think of terrorism because one of the people that 
we brought in for a seminar was a guy Kevin Hallman is his name 
We brought him in as an expert Kevin Hallman was at one time 
jointly in charge of a joint task force between the New York Police 
Department and the FBI as a counterterrorism group in New York 
City And they were talking about counterterrorism in the late eighties 
and early mneties We brought Kevin in when he had left that position 
and was m charge of secunty for major league baseball and Kevin 
Hallman was on television during the first World Series after 9/11 and 
commentators and reporters were asking him What are you domg 
about secunty 7 

I could happily say I know that guy and he knows exactly what 
to do because he told us exactly what to do with regard to terronsm 

So we had good people I mean we brought in really the top 
people at the time So we knew We were prepared We felt really 
comfortable When I was told m October that there was an earthquake 
in San Francisco I knew exactly what to do Chuck Imbrecht knew 
exactly what to do The commission knew exactly what to do The 
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people on the contingency planning staff knew what to do They were 
there at the office all night making phone calls to every single contact 
that they had at the utilities and at the power plants that could be 
immediately started up to get power into the Bay Area We were 
prepared We were good Boy Scouts We were prepared 
Was that probably the worst cnsis you had to deal with as energy 
commissioner 9 

Yeah Oh yeah It was scary It was scary because people were 
killed Power was out You can t have a major city without power 
without gas Can t have a major city with gas leaks and fires And the 
question is how are you going to get it repaired 9 And the answer is if 
the government s not going to do it the people that know how to do it 
are going to do it namely PG&E is going to fix it Let s do everything 
we can do to get PG&E all the resources they need Let s call San 
Diego Gas and Electric Let s call Southern California Edison Let s 
call Southern California Gas Company Can they spare the resources 
to come up to the Bay Area to help 9 Let s call the independent power 
producers Can they help 9 But let them do it We re not the experts 
they are 

So in a situation like that the commission s basically coordinating 


efforts 
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That was our job and that s the way we set up our contingency plan 
We recognized—at least I recognized—we re not experts All we can 
do is help And we can also hinder The best thing to do is stay out of 
the way as best we can and help as best we can Let the experts do it 
We also want to ask you about new plant siting issues So the 
commission has authority to grant licenses to any plant over 50 
megawatts' 7 
Correct 

Were there many new plants being planned for California in the early 
nineties' 7 

If there were big plants being planned they never got built because to 
get around state regulatory authority and siting authority you d come 
m with a 49 9 megawatt power plant So what you had—and I don t 
know whether this was good or bad I suspect at the time it was 
probably okay—you had a lot of small power plants which was good 
because you could turn them on turn them off They could be 
intermediate plants They could be peakers But you didn t have any 
big power plants so you were not adding to your base load capacity I 
don t know in the long run whether that s desirable or not 

But we did site a cogeneration facility down in the Bay Area the 
little town of Crockett There s a C&H Sugar plant there When I first 
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came on the commission I was assigned to a siting case as a second 
member the Crockett plant It was I think 250 megawatt power plant 
they wanted to build as a co gen facility They wanted to produce 
sugar and the excess steam would be used to generate electricity and 
250 megawatts of electricity 

Some boys from Oklahoma or Texas came in and they were doing 
to do this They were tough guys to deal with and the power plant 
never got off the ground and so it died But the license was sold to 
another company and that company came back in a year or two later 
and wanted to build that power plant They thought it was a good 
project 

I talked with the representatives and I said You ve got to do your 
homework You ve got to go down to Crockett You ve got to get the 
citizens of Crockett to be your friends because the citizens have a 
bitter taste in their mouth because they were afraid that this power 
plant was going to be rammed down their throat You ve got to be 
good corporate citizens You ve got to do things for the community 
and you ve got to have a presence And they did that 

I was m charge of the siting case and the law requires that from 
the time a company files and is declared to be data adequate which 
means you ve got to file a whole bunch of stuff at the commission the 
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commission goes over it and they say Yeah you ve got all the data 
in we need Once we say that the clock starts running You ve got 
to permit that power plant in one year It was never done never done 
Crockett was the most contentious power plant siting in my 
knowledge of the Energy Commission I think it is probably to this 
day I think histonans would probably say yes this was the most 
contentious I got assigned to that thing the second time around And 
the day it became data adequate I said to staff I said to the people in 
the community I said to people in C&H Sugar I said to the power 
plant developer We re going to do this m one year 
Can t be done Can t be done Can t be done 
Three hundred and sixty four days later they had their permit and 
the city bought on the township or the community bought on It was 
done It was done right You could do a major power plant siting in a 
year That was the model but it took a lot of hard work 
That was about what year are we talking about 9 
Oh goodness I would say early nineties 91 92 thereabouts 
Whenever Sally Rakow came on the commission I don t know when 
Mussetter went off but Rakow came on and she was the second 
member So it was m that time probably 92 thereabouts 
You were involved in two electricity reports is that correct 9 
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I was involved in three In the third one I left before it was finished I 
went to the University of Oklahoma So it was the 92 and 94 
electricity reports that I was the presiding member over and it was the 
96 report that I left in 95 

You referred to this earlier but are the reports forecasting a need for 
more electricity? 

I don t know whether the Energy Commission still does electricity 
reports The electricity report was a forecast of demand and then a 
senes of policy calls as how to fulfill that demand Now that report 
became a feeder to the Public Utilities Commission because the 
Public Utilities Commission had not siting authonty but regulatory 
authonty over electncity development 

So what the Energy Commission did was to refine its process to fit 
in with the more legal judicial type of process that the Public Utilities 
Commission had because the electncity report became part and folded 
into the BRPU the Biennial Resource Procurement Update because 
they were the ones that had to go out and actually acquire the power 
That was the legal authonty of the PUC 

We could develop the policy and make the policy 
recommendations They had to go out and get the power so they 
would do a Biennial Resource Procurement Update BRPU All our 
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electricity reports fit into that but only when we changed the way we 
held our proceedings at the Energy Commission so that those 
proceedings could judicially fit into the more adjudicatory proceedings 
that they had at the PUC 

The PUC does stuff with administrative law judges and they do it 
in a legal manner—direct examination cross examination recross 
redirect all this legal nonsense The Energy Commission does things 
m a legislative way— Come before us talk about it and we 11 decide 
what we re going to do Well those two processes don t fit so we 
had to fit the electricity report into their process which is what we did 
So that report became the feeder for them 

Interesting That s a good lead into the Utility Commission which 
we 11 probably leave for tomorrow 
That s fine 

What kind of relationship does the Energy Commission have with the 
Energy Information Agency? I know there s statistics and that kind of 
thing 

Yeah I suspect they get a lot of data from Washington but when I was 
there there was a direct line of communication simply because I got to 
be acquainted with one of the undersecretaries of energy or deputy or 
assistant secretaries or I forget what his title was who was in charge 
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of energy contingency planning for the Energy Department in 
Washington So I got to know him pretty well so there was a direct 
line of communication with the Energy Information Agency 
You were reappointed m 1992 by Pete Wilson 
Yes A little story that goes with that Two stones that go with that 
My wife s father became a victim of Alzheimer s and we moved them 
up from San Diego to Sacramento both now deceased My mother m 
law had broken her hip earlier and really couldn t take care of my 
father in law so we moved them both up to Sacramento I don t know 
quite when this was but it turned out that they had more financial 
resources than we thought they did and my wife was in charge of their 
financial resources 

So we came over here for a vacation one summer My wife and I 
had spent some time here at one of the bed and breakfasts We 
decided to get out of Sacramento for a month month of July or month 
of August one summer I m not sure when I d spend a week here 
and go back for a couple of days then spend a week here go back for 
a couple of days We rented a place for a month and my wife fell in 
love with the place She said I m going to buy a house with my 


parents money 
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I said to her Honey my term is coming to an end There s a new 
governor Like the old governor I don t know the new governor As 
I say I didn t meet George Deukmejian till a year after I became 
appointed I know the new governor does things differently I don t 
know him 111 try to get reappointed but if I don t we 11 have two 
houses and 111 have no job 

I don t care I want a house on the coast We can use it as a 
vacation rental We can probably break even She was right on that 
We rented it out and we were able to get a tax write off and break 
even 

So I called some friends and I said Look Here s my position 
I ve got to be reappointed to the Energy Commission because I may 
be out of a job and I ve got these two pieces of real estate I don t 
know what to do 

I had made some friends I had made some friends and I won t 
mention their names here They made some phone calls and I got to 
meet Pete Wilson Pete Wilson happened to like me for whatever 
reason I don t know When Pete was running for reelection there was 
a big fundraiser in Sacramento and we got invited It was a lot of 
money and somebody else paid for my wife and me to attend We 


attended the fundraiser 
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Chuck Imbrecht may his soul rest m peace was playing Mr 
Important He was at the fundraiser And he says to me I want you 
to meet Governor Wilson So he takes Janet and me over to meet 
Governor Wilson and his wife Gail He s about to introduce us and 
Pete says Dick how you doing 9 Good to see you again [Laughs] 
It was really funny because Chuck Imbrecht does this double take 
Oh He knows the governor 

As I say Pete and I got along and it was a no brainer Pete asked 
me if I wanted to be reappointed and the answer was Yes of course 
I would love to serve you as governor But it was so funny this 
evening because Chuck was going to introduce me to the governor 
Dick how you doing 9 Good to see you again [Laughs] Poor 
Chuck didn t know what to say So it was fun one of the good 
memories 

Those are five year terms 9 
Five year terms 
That was 1992 
Right 

I was thumbing through some of the annual reports and I noticed that 
in 92 Wilson made a call for statewide carbon dioxide limits I don t 
know if that rings any bells or anything 
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I don t know exactly when this was We did a conference on global 
warming global climate change and I m not sure when that was It 
got Ralph Cavanagh upset because I was m charge of it It seems like 
I was m charge of a lot of things at the Energy Commission I said 
We re gomg to do a conference but I m only going to invite in 
experts and I m going to do it as if I m an academic again I m going 
to invite in leading academicians And I did and we did We held it 
down at the University of Southern California We invited all the big 
name academicians from all over the country to talk about global 
warming We had both sides 

Ralph Cavanagh wanted to be on one of the panels and I said 
Ralph you re not qualified 

He said Well I teach a course at Stanford 
I m sorry Ralph You re not qualified These are people that are 
well known in the field 

And we came out with a report and I don t know whether that was 
the basis whether that was before during or after Pete Wilson s call 
It might have been the basis for his call I don t know And it might 
have been the politically expedient thing for Governor Wilson to do 
As best as I can recall ten or eleven years later I cannot recall that 


CASTANEDA It was in his introductory statement in the annual report 
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That could be That could well be 
What came out of that conference 9 

We came out with a report that didn t say there was didn t say there 
wasn t but it said that If there is here are the consequences But it 
doesn t look the scientific information and modeling can really tell us 
that there is But maybe we ought to consider an insurance policy 
But then the question—and it s raised in the report—the question 
became Yes but insurance policies cost something How much is 
the state willing to pay for an insurance policy 9 So we left that as a 
question It was not our call It was not our call at the Energy 
Commission to make that call It was somebody else s call 
In issues such as air pollution from vehicle emissions was that 
something the Energy Commission was involved in 9 
Oh yes Definitely We worked with the Air Resources Board We 
worked with the Department of Environmental Protection But also m 
our electricity reports we tried to place a value on the damage done by 
the emissions coming out of the power plant stacks And we tried in 
our vehicle program to get some handle on the cost to society of the 
emissions coming out of the tailpipes of automobiles and we worked 
with CARB the California Air Resources Board to do this which is 


why you had these low emission vehicles and very low emission 
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vehicles and no emission vehicles and all of these things and policies 
designed to get from Vehicle A to Vehicle B to Vehicle C to Vehicle 
D 

Then you have representatives from the automobile companies coming 
also 

Telling us exactly why you couldn t do it And they were probably 
right 

Again can public policy force technological change 9 That s really 
the question that was before us Can public policy force technological 
change 9 I don t think the answer to that question is yes I think 
technological change is going to come about with technological 
change Now you can put forth programs that may give some 
incentives to look into alternative technologies but can you really 
force that change 9 

What California has forced is a higher price of gasoline than other 
states in the union because of the oxygenates that are placed in the 
gasoline and maybe at a cost that we didn t see when this was done 
namely pollution of groundwater from some of the oxygenates that 
seemed to leak out of underground tanks that leak into the water 
system 


CASTANEDA Is that the MBTE 9 
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MBTE yes 

This might be jumping ahead but outside of Sacramento on the way 
to Davis is a consortium of automobile companies that are developing 
fuel cell technology That s probably more recent 
That photovoltaic area was there when I was on the Energy 
Commission but it was there to try to develop photoelectric generation 
of electricity I suspect that there were automobile people at Davis 
who were into that in part and so I think part of it had to do with fuel 
cell development for automobiles I was not intimately involved in 
that So I don t know whether it s changed over the years I suspect 
that it probably has but I don t know to what extent 
You are still at the Energy Commission when the Utility Commission 
issues the R 94 report on restructuring electric services m 1994 
Yes 

What s going on between the Energy Commission and Utility 
Commission in term of discussing restructuring 9 
Very little We had some input but only as observers And I 
remember Chuck Imbrecht and I talking about this and the 
information that we gave to the Public Utilities Commission was 
something like the following We have seen that markets can work in 
natural gas The Energy Commission took credit and I think rightly 
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so for the transformation of the natural gas industry that is bringing 
interstate pipelines and opening that up to competition We didn t go 
far enough unfortunately but we did begin the use of markets so we 
cited that 

As I say the Energy Commission took credit for it because of the 
work I had done and the Energy Commission was the first to come 
out Chuck himself took a lot of credit for it but he was always 
humble enough to say But it was really Dick that did it But that s 
okay 

Chuck and I both jointly wrote a letter to the PUC noting for them 
what had happened in the gas transmission area and that maybe it s 
something that ought to be seriously looked at in the electricity 
industry After all the airlines had gone through it The pipelines of 
California had gone through it so we restructured that Maybe it s 
something to look at 

But that was pretty much a totally held issue of the Public Utilities 
Commission Let s put it this way If we wanted to get any 
information we d have to do it either through friends on the 
commission or through staff members They weren t giving us daily 
weekly monthly briefings even though the Energy Commission was 
the policy development agency for the state 
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Was FERC regulating natural gas in California after interstate 
pipelines were allowed in 9 

The pipelines that came in were FERC jurisdiction pipelines 
Some of the existing pipelines serving California but that stopped at 
the border they were not interstate pipelines they didn t come in 9 
They were not interstate They came in but the molecules changed 
color [Laughs] You don t shut off the pipeline pick up the gas and 
put it another pipeline 

It must have still been rather difficult for the interstate pipelines to 
come into California Or was it 9 Was the Utility Commission sort 
of— 

No So long as they could build pipelines at their own risk there was 
no problem That became the policy and so what effectively 
happened was you might have five or six interstate pipelines that want 
to build pipelines in California and they re willing to take the risk 
until they find out there are four or five others that are willing to take 
the risk So then it became a matter of Chicken Who s going to 
build the pipeline and take the risk 9 Because if you build it you re 
taking the risk I m not going to build it if there s not enough capacity 
So it was really a matter of the first guy in is going to be okay The 
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second guy in has got more risk The third guy has got a hell of a lot 
bigger nsk 

So the market actually sorted it out by letting the market work 
Didn t cost the ratepayer anything and it sorted itself out The 
question was whether if A takes the nsk is B going to be willing to 
take the nsk 7 If B takes the nsk is C going to be willing to take the 
nsk 7 Eventually the market s going to say Stop taking the nsk 
and that s exactly what happened 

So we have interstate pipelines—I m just trying to figure this out too 
for myself But interstate pipelines coming in plus there s some 
intrastate pipelines existing Are they competing on an equal footing 7 
They re competing I don t know whether the footing ever was equal 
but they re competing There is a continual problem m California 
because we never took the next step The next step was m addition to 
having two interstates coming into California How do we handle the 
distribution of all of the natural gas 7 And that next step was never 
taken 

I tned to take that step as a PUC commissioner We started to 
make some progress and then there was a change in administration 
and a gradual change in commissioners and commissioners 
philosophy and that whole second step that should have been taken 
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long before I came on the Public Utilities Commission but finally 
began when I came on there that whole second step has now been 
thrown away 

So that opemng up distribution competition hasn t taken place so 
you still have interstate pipelines under FERC jurisdiction and then 
the local distribution of natural gas under state jurisdiction and they re 
competing with each other with different sets of rules and different 
sets of rules in Northern California compared to Southern California 
Northern California s operational setup is different from Southern 
California s 

In what way 9 Can you go into that 9 

Yes There are agreements reached m Northern California between 
gas suppliers gas pipelines gas distribution companies and gas users 
Those agreements in Northern California differ from Southern 
California for a couple of reasons They are legitimate technological 
reasons and physical reasons but also different philosophy in Southern 
California and Northern California 

Getting back to Bakersfield Bakersfield really is the separation 
point between gas policy in Northern California and Southern 
California because that s where Northern and Southern California 


meet in terms of natural gas 
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Different policies but residential consumers don t have choice m 
either the north or the south 9 

No no don t have choice which in today s climate is probably good 
Yes that s probably true 

Are there other Energy Commission projects or issues that we 
should talk about before we leave there 9 

Just one and it s kind of amusing Every once m a while the Energy 
Commission revises energy building standards One of the things that 
they re charged with is developing energy building standards to make 
homes more energy efficient make commercial enterprises more 
energy efficient 

Somehow by the powers that be—I think it was Chuck 
Imbrecht—assigned me to doing some building standards revising the 
building standards I had a fim time at the Energy Commission I was 
into everything I really was and it was great But I was m charge of 
setting up building standards and that was a hard process I learned 
about windows and thermal this and thermal that insulation R19 
R27 all of this stuff that didn t mean anything to me but we set up 
these building standards 

When I go to the University of Oklahoma in 95 my wife moves 
over here and she decides that she s going to remodel the house By 
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then her both parents had died or my mother in law hadn t yet died 
but she was about to Since my mother in law dies Janet decides 
she s going to remodel the house She decides on the remodel and 
everything is working working working She wants to do something 
upstairs and the contractor goes to an energy expert and says You 
can t put all this glass in Mrs Bilas because of the California Energy 
Commission building standards 

She calls me in Oklahoma and says We can t do this It s your 
fault 

I said Yes it is my fault They were my standards So if you 
live by the sword you die by the sword I guess 
These are the windows 9 
No they were upstairs 
These are nice windows 

III show you what she wanted to do and III just show you that 
tomorrow what she wanted to do and what she wound up being able to 
do 

I think that s probably my eight year history at the Energy 
Commission and then along came the University of Oklahoma 
We can do Oklahoma now or tomorrow whatever fits your schedule 
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time on there 7 Otherwise we 11 wait till tomorrow 
CASTANEDA I should probably switch tape but we can do it now or tomorrow 
whatever you d rather do I m just running at the end of this tape 
BILAS Let s do it tomorrow 

CASTANEDA Okay 
[End Tape 3 Side B] 
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[Session 2 June 18 2003] 

[Begin Tape 4 Side A] 

CASTANEDA It s June 18 2003 continuing our interview with Dr Richard Bilas 

We left off at the end of your tenure at the Energy Commission 
Since we ve had a break since yesterday has there been anything else 
that you d like to add about the Energy Commission 9 I don t have a 
specific question 

BELAS I don t know whether we put this on tape yesterday but in summary it 

was a great expenence because it gave me a view of government from 
the inside When I was teaching at Cal State Bakersfield I was a cntic 
of government Several of my students said You know you can 
criticize government but you don t really know anything about it 
Why don t you put your money where your mouth is and get on the 


inside 9 
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So when I had the opportunity I could hardly refuse to do it And 
getting on the inside it was eye opening It really was because the 
Energy Commission was not the bureaucracy that I pictured it to be It 
gave me a lot of opportunities to meet a lot of wonderful people 
While at the Energy Commission I was able to go to the North 
Slope of Alaska I spent a couple days there became a member of the 
North of the Arctic Circle Club If you stay overnight you get a 
certificate that says you re in the Arctic Circle Club and that was kind 
of neat I was impressed with the North Slope It s a beautiful place 
to see Of course I was there in August which is a little different than 
being there in December But that was great 

I got to travel an awful lot I spent a lot of time in Washington a 
lot of time in Calgary Canada Alberta Canada because of gas issues 
Between the Energy Commission and the PUC and my little sojourn at 
the University of Oklahoma I think in those fourteen or fifteen years I 
put about 1 2 million miles on my body in air travel and of course 
much ground travel m the State of California going out siting sites 
I was known at one time as the Desert Fox I had four or five 
siting cases all m the Mojave Desert from up in China Lake which is 
in eastern Kem County all the way down to the bottom of that valley 
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I had four or five cases so I was always out in the desert I was the 
Desert Fox and that was kind of fun 

So it was a great expenence I wouldn t have missed it for 
anything 

You mentioned gas from Alberta In terms of the mix of gas imports 
there was Canadian gas and gas from the Southwest 
Right When I came on the commission Canadian gas came down 
from Calgary Almost all of it was earmarked for the PG&E system 
Then there was gas from the Southwest much of which was for SoCal 
Gas and San Diego Gas & Electric although some of it did find its 
way up north to PG&E 

When interstate pipelines came in then we got Wyoming gas and 
so it opened up a new source of gas So we had gas on gas 
competition for the first time in the State of California because you 
had the swing gas coming from Wyoming whereas Canadian gas went 
to Northern California for all practical purposes Southwest gas went 
to Southern California for all practical purposes and now you had this 
maverick Wyoming coming in competing with both Northern and 
Southern California So we had real competition 

But Calgary was a major supplier The province of Alberta was a 
major supplier I made goodness probably eight trips eight or mne 
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tops to Calgary It got to the point where I became an honorary citizen 
of Calgary as a matter of fact They gave me a certificate They made 
me an honorary citizen which meant as long as you spent U S dollars 
you were welcome [Laughs] 

But it was a great eight years and I could have stayed I just got 
restless I m the kind of person that if I m in a job too long I really 
get restless So I m anxious to see what retirement is like whether I 
will get tembly restless as I move along in my retirement Then 111 
have to find something else to do when I grow up 

But I get restless and I got restless at the Energy Commission 
Eight years is probably three years too long I think one term is 
enough I was fortunate enough to be reappointed for a second term 
and as I say I got restless and things occurred where through friends 
that I had made word got out that Bilas might be leaving the Energy 
Commission if the right opportunity comes along 

DanYergm who was and still is president of the Cambridge 
Energy Research Associates in Cambridge Massachusetts] and I 
became friends I went to many many of the Cambridge conferences 
That is an interesting orgamzation by the way because the first 
conference I went to was right after I became a member of the Energy 
Commission It was like in June of 87 m Houston I went to a 
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roundtable and it was early on in the Cambridge Research Associates 
development 

Where was that roundtable do you remember 9 It wasn t at the 
University of Houston 

No These are always at hotels Houston always confuses me 
because there s so many downtowns It s grown like Topsy and so 
frankly I don t remember But it was a nice hotel 

It was actually a roundtable There were like thirty people sitting 
around the table You go to a Cambridge Energy Research Associates 
roundtable now and there are about 1 200 people there So over the 
course of fifteen years or so this institution CERA has really 
exploded They ve become the premier energy consultants m the 
world 

Anyway I made some friends there and Dan Yergin was certainly 
one of them Dan is so well known in the energy field won a Pulitzer 
Prize for The Prize He was giving a lecture at the University of 
Oklahoma at the Sarkeys Energy Center There was a reception 
afterwards and the director of the center Gus [W Darrell] Gertsch 
let it be known to Dan that a chair had recently been endowed by John 
Brock and his wife John was a university graduate in engineering and 
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was in the gas business in Oklahoma He d endowed a chair and they 
were looking for somebody It was in energy economics 

Yergin made the statement to Gus Gertsch the director of the 
Sarkeys Energy Center Don t go after anybody until you talk to Dick 
Bilas 

Things worked out that became attractive for me to accept an 
endowed chair at the university and so at the end of August of 95 I 
resigned from the Energy Commission and became a faculty member 
at the University of Oklahoma in Norman having said that once I left 
Cal State Bakersfield I d never go back to academe But never is a 
long time so I went back to academe and spent a very happy year and 
a half 

I was by myself When Janet and I went over to look for a place to 
live we drove from Oklahoma City from the airport to Norman We 
drove in and she looked around and said This looks just like 
Bakersfield And it did It was flat and there were oil ngs It just 
struck her that it looked like Bakersfield and she said Well you live 
here and 111 move to our house in Mendocino So she did She 
moved over here to Mendocino and I moved to Norman Oklahoma 
A two time zone commute is kind of difficult but we managed to see 
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each other at least once a month for the year and a half that I was 
there 

That was a kind of an exciting year because the Energy Center 
was and still is on the frontier of technological development 
They ve got some really high powered faculty members and they 
were trying to develop a program which I helped develop although I 
was only there for a year and a half in energy economics and policy 
That Energy Economics and Policy Institute is now thriving 
Did you think you might stay there longer than you did? 

My intention was to stay there about five years I had sort of an 
implied contract that I would stay five years I was happy there I 
mean I really was I d get lonely on weekends but during the week I 
was busy all the time and I traveled a lot was m Washington a lot 
lobbying members of the legislature In fact became pretty well 
acquainted with Don Nichols who is the senior senator from 
Oklahoma and with J C Watts who was the congressman from the 
Norman congressional district as a matter of fact I testified as a— 
quote— expert witness before a number of subcommittees headed by 
J C Watts who I found to be a delightful guy as a matter of fact and 
really bright 
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But no my intention was to stay there In fact it was just out of 
the blue that I got a phone call in I guess it was October of 96 I was 
sitting in my office got a phone call from Julie Justus who was the 
appointment secretary for Governor Wilson and asked me if I d be 
interested in coming back to California 

It didn t surprise me as a matter of fact and this is something that 
I neglected to mention earlier In the spring of my last year at the 
Energy Commission I received a call from the governor s office from 
the governor s deputy chief of staff George Dunn George asked me 
if I could come over and talk to him Sol went over trucking over to 
the Capitol 

George asked me if I d be interested m serving on the Public 
Utilities Commission Effectively I was interviewed that day for a 
position on the PUC It was the day that Henry Duque had just been 
appointed Duque was appointed and there was another opening 
coming up in a couple of months and I was interviewed for that 
position 

When I made the decision to go to the University of Oklahoma the 
first people I told were people in the governor s office Julie Justus s 
response when I told her that I was accepting a position at the 
university was You mean you can t accept a position at the Public 
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Utilities Commission 9 I had no idea they were seriously considering 
me 

I said I m sorry but I made the commitment So it didn t really 
surprise me when another opening came up on the Public Utilities 
Commission that they would call me In October of 96 they called 
and asked me if I d be interested in coming back to California I told 
them that I would be 

At Thanksgiving time the next time I came back to California I 
stopped in Sacramento and talked to Julie Justus and there was an 
appointment set up for early in December with the governor I came 
back again early in December and this is kind of interesting because I 
obviously knew people When Pete was a senator the rage in 
Washington D C was to wear neckties with a cameo of Adam Smith 
on them So I made it a point to wear one of my Adam Smith ties 
when he was interviewing me for the position on the Public Utilities 
Commission 

We sat down and he looked at me and he said Dick how are 
you 9 I had a senes of questions I was going to ask you about the 
marketplace but I see with your Adam Smith tie there s no need for 
me to ask these questions So he rolled up the piece of paper and 
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threw it in the wastepaper basket Then we chatted for a bit and he 
said Would you accept the position 9 

And I said Yes I would but there might be a problem because 
I was working under an implied contract at the University of 
Oklahoma and the semester was ending in December and the next 
semester would start in January of 97 This was December of 96 
He said Don t worry about it because the president of the 
University of Oklahoma was and I guess still is David Boren David 
Boren was a senator from Oklahoma before he retired and became 
president of the university He and Pete Wilson were very good 
friends so Pete had said If there s any problem 111 just call David 
Boren 

Well when I submitted my resignation I called Boren s office and 
talked to him personally and told him what was up and he said Fine 
I m sorry to see you go but this is something that you have to do 
So effective January 2 I guess 1997 I became a member of the 
Public Utilities Commission taking Dan Fessler s position which was 
kind of interesting because Dan was president of the commission He 
was up for a second term and the governor decided that he didn t want 
to appoint Dan because Dan had incurred the wrath of a lot of 
members of the legislature from what I gather and it wasn t clear 
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whether Dan could get approved by the Senate So Governor Wilson 
I guess decided to with his advisors that that it was not appropriate to 
try to reappoint Dan 
In what ways did he incur the wrath 7 

I didn t know Dan very well but Dan like me was a university 
professor In fact when I was interviewing with the governor for the 
position on the PUC I made it a point to tell him in jest and he kind 
of chuckled that You know you have to be careful when you try to 
get university professors to be policymakers m state government or m 
federal government because we do know everything 

Dan was like that Dan from what I gather knew everything He 
was a law professor at UC Davis and a darned good one as a matter 
of fact a well published scholar But he had a tendency m my view 
to be arrogant and I think that was not atypical for university 
professors particularly who have any bit of an inferiority complex 
When you get in front of a class you want to show your superiority 
and so you become arrogant I mean I ve done that I think we all 
have 

But for whatever reason Dan was not reappointed and I filled 


Dan s position 
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Just to fill out your University of Oklahoma years what other sorts of 
tasks did you do out there other than teaching 9 
From a university professor s perspective it was probably the greatest 
job you could ever have I was there three semesters I taught one 
course had four students I mean that was not a bad deal So I had 
the opportunity to do a lot of research give a lot of lectures around the 
country try to raise money for the Energy Center 

I also made two wonderful wonderful trips that I never would 
have had the opportunity to make if I were someplace else I spent a 
week in Rio de Janeiro at a university there that we were affiliating 
with we the University of Oklahoma was affiliating with and gave 
some lectures there and stayed right on Copacabana Beach 
Everybody knew that I was an American because when you go down 
to the beach when you looked at the skin that s walking around it s 
shocking And I think you could tell everybody could tell Oh 
there s a damned Yankee you know But I spent a wonderful week 
there 

Then I got back from there and had to make a trip to Denver spent 
a couple days in Denver got back to the university and then took off 
for Moscow Russia and lectured at the Russian Academy of Sciences 
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for a week Within two weeks I traveled half the world I mean it 
was absolutely incredible 

When I got back from Moscow I had no idea where I was and I 
didn t know what time it was And that was an exciting week We got 
to lecture to some really really good energy people When I say 
we there was a fellow from Oklahoma Gas & Electric that went 
over with me Got to see just about everything you could see in 
Moscow 

And it was kind of scary because we were there at the very time 
that Boris Yeltsin was having his open heart surgery What happens if 
he doesn t survive the surgery 9 Is there going to be some kind of a 
coup 9 The fellow that I was with and I were very happy when the 
Delta flight took off and the wheels went up We were pretty happy to 
get out of there 

What was the topic of your lecture 9 

We spent a week lecturing to basically electrical engineers They were 
privatizing their utilities So from all over the former Soviet Umon 
actually what today is Russia which obviously was the largest part of 
the Soviet Union they were all utility engineers electrical engineers 
who were interested in what you have to do to privatize and how 


markets work 
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That s kind of interesting for an economist to be talking to an 
engineer to try to explain how markets work when these people have 
never seen a market except the black market in their entire life and 
when you had to do it through an interpreter because they didn t 
understand any English and I and my colleague didn t understand 
Russian 

So it was a hard week I mean we worked hard And I think we 
accomplished something At the end we had a little bit of a 
celebration There are things you remember the little nice times 
you ve had and there s things that you never forget One of the 
fellows came up to me and said through an interpreter I grew up to 
hate Americans which doesn t surprise me He put his arms around 
me hugged me kissed me and said I love you And I cried I just 
burst out crying This is all done through an interpreter So we had to 
have a couple of toasts with vodka and what have you 

It was an eye opening expenence because the black market was 
running rampant The Russian mafia was running rampant You had 
unpaid police on every street comer every major street comer every 
major intersection carrying I presume loaded weapons I didn t ask 
whether they were loaded or unloaded So it was bordering on a police 
state because it was in that transition from Soviet Communism to 
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some semblance of democracy Bons Yeltsin was the leader and he 
was sick So it was in that sense scary but I m glad I went 
This was really about privatizing energy? 

Privatizing the energy sector yes 

In terms of the Sarkeys Center was that just beginning? 

No the Sarkeys Center had been there for quite some time That s an 
interesting story There was a gentleman by the name of Bill 
Banowsky I think was his name who was president of Pepperdme 
University here in California He became president of the University 
of Oklahoma The tallest building on the campus was Memorial 
Stadium where the university plays football and Banowsky I guess 
was not a football addict which kind of made it difficult to be 
president of the University of Oklahoma but he knew that energy was 
a big deal in Oklahoma and he wanted to get money for the university 
So he went out and got a lot of money from oil and gas people They 
built a building the Sarkeys Energy Center which became the tallest 
building on the campus I think much to the dismay of a lot of the 
alumni because it was bigger than the football stadium Banowsky 
didn t last too long at the university as a matter of fact 

But the Center was probably built in the late seventies early 
eighties It s just a building and it s a classroom building and a 
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conference room building and offices But within that building 
you ve got the center for the guys that chase tornadoes There was a 
movie called Tornado I think and it was actually done through help 
from the University of Oklahoma because they actually have guys in 
this group that go out and chase tornadoes They ride their cars and go 
right after these damned tornadoes They re nuts But that group is in 
the Sarkeys Energy Center Building 

I think geology was m there and of course we had all kinds of 
technological people associated with the Energy Center They were in 
there The Energy Policy Institute was there That was what I was 
running But the Center itself was probably ten years old by the time I 
got there 

When you got the call to come back to California you were probably 
pleased 

Yeah I was packing my bags And it s not that I wanted to leave 
Norman I think Norman is a really nice town The people were 
wonderful The university was great and the university people were 
great to me I couldn t have been happier I had one of the best 
positions of any faculty member I had a nice endowed chair I had all 


kinds of travel time to write 
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But when you ve been married as long as I have and your wife is 
living 2 000 miles away and she wasn t about to move to Oklahoma 
she visited during football season for a couple games and I was 
coming home most of the time It was almost a no brainer I mean it 
really was 

Frankly the challenge of going to the Public Utilities Commission 
and the fact that the governor of California singled me out and wanted 
me to come back to help move the restructuring process on the 
electricity side forward was a real honor So how could you say no 7 
Even if I really wanted to stay in Oklahoma I don t think I could have 
said no to Pete Wilson So I came back 
So this was m December is that right 7 
December of 961 came back 
And your term began— 

January second of 97 I was sworn in on January second right here 
on the north coast by the presiding judge at Ten Mile Court in Fort 
Bragg I had some friends present to witness my swearing in and then 
the next day I was off for San Francisco So I literally commuted 158 
miles from Mendocino to San Francisco I would drive down on 
Monday morning and drive back on Thursday evemng stay m a hotel 
four nights a week I did that for five years 
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So unlike the Energy Commission this was a job where you really 
needed to be there on a daily basis 

I had to be at the Energy Commission on a daily basis I mean these 

were full time jobs 

In terms of the meetings though? 

Oh no the meetings The PUC is no different from the Energy 
Commission in that you have a formal business meeting every two 
weeks But between those meetings you ve got a ton of work to do 
It was a full time job at the Energy Commission and more than a full 
time job at the Public Utilities Commission They re polar extremes in 
terms of the way they function but in terms of the job of the 
commissioner it is a minimum of an eight hour a day five day a 
week job It s probably a sixty hour a week job not a forty hour a 
week job both of them 

What were your first impressions of the Utility Commission when you 
started to work there? 

It s kind of interesting because having been on the Energy 
Commission for eight years I knew the Public Utilities Commission I 
knew the Public Utilities Commission quite well because we 
interacted with them on all energy matters and I knew the 
commissioners The commissioners on the two commissions although 
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we didn t socialize a lot there was an interaction among the ten 
commissioners 

So I knew my way around the commission and I was a little 
different from most of the new commissioners because I came in with 
eight years policymaking experience m gas and electricity When 
you re new to a commission—and I suspect this too of any state or 
federal agency—you re an outsider that comes in People don t know 
who you are You re a political appointee So you set up a lot of 
meetings so staff can introduce themselves You know who the 
managers of various offices are and they all try to impress you Of 
course You re the guy that s making decisions They want your ear 
so they can have influence on the decisions that you make They may 
have hidden agendas It s not shocking if staff members have hidden 
agendas 

I was treated a little bit differently because when the Energy staff 
came in they knew that I knew energy and energy policy So what 
was new to me was everything else that the Public Utilities 
Commission does I mean telecommunications water transportation 
These things were just totally new to me so I had a steep learning 
curve to come up in those areas 
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But again it was a matter of just like when I was new to the 
Energy Commission You have a personal philosophy political and 
economic philosophy you use that philosophy when you have to make 
decisions even m an area that you don t know the technology but you 
know the economic outcomes of decisions that you make So you use 
that knowledge to make decisions 

What was major when I came to the commission—everybody 
refers to the PUC as the commission I have to be careful because 
having served on two of them I hate to say the commission meaning 
the PUC Let me try to refer to it hereinafter as the PUC rather than 
the commission 

But what was new to me and major was telecommunications 
The big thing that was happening at the time was the merger between 
Southwestern Bell Communications and Pacific Bell I came in in 
January and I guess by March or April the commission was prepared 
to vote on a proposed decision regarding the merger that is the terms 
and conditions of the merger 

I was asked by Commissioner [Josiah] Neeper Joe Neeper if I 
would help him write an alternate decision to the proposed decision 
that had been published I forget which commissioner published the 
proposed decision for the merger But Joe Neeper didn t like it and I 
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took a look at it with my staff and frankly I didn t like it even 
though I didn t know the telecommunications industry 

So one of the major decisions that I was in on three months after I 
got to the Public Utilities Commission was the alternate decision on 
the merger between Southwestern Bell Communications and Pac Bell 
and it was the alternate decision that won the order of the day So the 
alternate decision that I helped author stated the terms and conditions 
of the merger 

Now I don t think any of us realized at the time that this was more 
than a merger It didn t take the world very long to figure out that 
when all of the major decision makers at Pac Bell were retired within 
two or three months of the merger and people from San Antonio came 
into San Francisco to run the operation that this merger was a 
takeover It was probably a hostile takeover but none of that showed 
up in the hearings that were held and none of that showed up in any of 
the proposed decisions that came before the commission It was 
strictly a merger and we worked on the terms and conditions of the 
merger 

At the time it was happenmg Pac Bell was very amenable to it They 


weren t trying to resist the merger'? 
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I don t think they were I really don t think they were I think they 
needed an infusion of capital I think they needed an infusion of new 
management Maybe the top managers didn t want new management 
but I think they needed a restructuring I think they realized this 
Southwestern Bell Communications was and still is I think an 
extremely dynamic telecommunications operation They were the 
smallest I think of the Baby Bells when AT&T was broken up and 
there were eight regional Bell operatmg companies established I 
think Southwestern Bell Communications was probably the smallest of 
the regional Bells or the Baby Bells as they re referred to All of a 
sudden Southwestern Bell Communications started to grow and took 
over Pac Bell and it s now taken over Amentech m the Midwest so 
it s probably the largest of the surviving Bell operating companies 
How was the alternate decision different from the original plan 9 
Gee Chns you re asking me go back five six or seven years now 
and I really don t remember But I think it was in terms of that the 
proposed decision was much more restnctive made it much more 
difficult for the new operating company to operate More dollars had 
to be put on the table dollars that could have been used as capital 
investment It was just more restnctive and something that Joe Neeper 
and I didn t think was necessary in this kind of a merger because we 
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viewed the merger as something that would benefit the ratepayer We 
thought the restrictions of the proposed decision would be costly and 
hence benefits would not filter down to the ratepayers 
When the regional Bells started merging was there talk about the 
beginnings of reforming AT&T 7 

Oh absolutely absolutely Of course there was talk of it and as we 
move forward m time there was and there is more and more talk of it 
because it appears to me today as we sit here that when you look 
down the road several years you re probably going to see at the 
maximum four major telecommunications companies in the United 
States It s clear to me that Southwestern Bell Communications is 
going to be one of them that Verizon is going to be another which 
was Bell Atlantic and Continental or General Telephone I guess 
merged with Bell Atlantic I think those two are going to be survivors 
I don t know who else is going to survive I don t know whether 
Bell South is going to survive I don t know whether Quest is going to 
survive I don t know whether AT&T is going to survive Sol think 
you re going to see three or four major national and perhaps even 
international telecommunications companies There will be some 
other companies in niche companies but yeah we re getting back to 
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something that was broken up back thirty years ago That s where 
we re going 

PacTel was that the parent company 7 
You know you re asking the wrong guy I just don t know 
Then was wireless something that you considered at that point 7 
No we had no regulatory authority at PUC over wireless 
Why is that 7 

I don t know I don t know the reason for that 
Who would regulate wireless 7 

I don t know that it s regulated other than I would guess Pac Bell or 
SBC West Wireless is probably regulated now because it s part of the 
parent corporation But we have no regulatory— \ve the PUC has 
no regulatory authority over Nextel for example I would imagine the 
Federal Communications Commission if anybody would 
So it s a federal thing 
Yes it s federal I m sure 

I think Cingular was the wireless company that came out of SBC 
I believe that s correct I believe that s correct 
Did the merger appear to be— successful is the word that comes to 
mind I don t think it s the right word But were there problems that 
came out of the merger or did that work out 7 
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Yeah there were problems and these fortunately we were able at the 
commission to clear them up pretty quickly Service quality went 
down There s no question about that When Southwestern Bell 
Communications took over Pac Bell service quality fell and it fell 
significantly Our telecommunications division was aware of this and 
Pac Bell as it was still called was admonished and service quality 
improved significantly to the extent where I think service quality 
today is every bit as good as it was before the merger and the service 
quality before the merger was excellent 

But we did see that and it was because in my view the new 
philosophy of corporate governance Poor to the merger Pac Bell 
decisions were made in San Francisco After the merger Pac Bell 
decisions were made in San Antonio It seems to me that it s very 
difficult to make operating decisions for a California company when 
you re in Texas But that s the way SBC was and still is operating 
So it didn t surprise me Moreover the corporate philosophy 
changed I not so jokingly have said to SBC executives You guys 
lobby litigate and provide telecommunication services and you do it 
in that order and I think you have the order reversed Pac Bell 
provided telecommunications services Sure they would lobby Sure 
they would litigate But SBC lobby and litigation were very 
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important tools for them which is why they have become as large as 
they are You don t do that by sitting in a comer and keeping your 
head m the sand You do it through lobbying and litigating and that s 
their corporate philosophy That did have a short term effect on 
service quality but I m happy to say that improved significantly 
Was it the Telecommunications Act that allowed for these Bells to 
begin to merge again 7 

I don t know whether the act did that I m not sure I would say 
probably yes the Telecom Act did but there were a lot of conditions 
that had to be fulfilled for any kind of a merger and even though there 
were mergers these companies could not get into the long distance 
market These were strictly mergers of local service providers 

If you as a local service provider as a Bell as a Baby Bell if you 
wanted to get into the long distance market you had a ten point or a 
fourteen point checklist that had to be approved by the local 
commission m California thePUC and then by the FCC 

It took Pac Bell/SBC West three or four years of hearings and 
litigation and decision making at the Public Utilities Commission and 
the FCC to have Pac Bell/SBC West be able to offer long distance 
service which it is now offering But they had to fulfill a huge 


checklist 
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So there was regulatory authority both at the federal and state 
levels for those companies to expand their services to long distance 
but so far as mergers mergers were a function of the jurisdictions so 
that when SBC came into California to merge with Pac Bell it was 
clearly a decision that had to be made by the regulatory authority in 
California When SBC went into Illinois to take over Amentech that 
was a decision that had to be made by the Illinois Commerce 
Commission so with local jurisdiction because they were local 
service providers only 

You talked a little bit about the change m corporate philosophy Were 
there other sort of cultural tensions just having a Texas based company 
sort of m charge of a California business 7 

Two things were going on simultaneously You had a Texas company 
take over a California company in telecommunications and you had 
the restructuring of the electricity sector Like it or not I mean 
Texans were coming into California like crazy You had Reliant 
Energy coming in from Houston I don t even know the names of the 
Texas companies now But Texans were given bad names in 
Sacramento 

There were members of the state legislature Senator Peace being 


one of them who I don t think liked Texans very much and 
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particularly as things developed because the big player was Enron So 
Texans got a bad name in Sacramento and certainly in San Francisco 
because the Texans were running Pac Bell 

I want to come back to the energy stuff but I want to discuss this first 
Were there other sort of general impacts of the Telecom Act of 1996 
on the way the commission operated 7 

If there were I m not aware of that The intention of the commission 
was to provide as much local competition in telecommunications 
services as possible Now there were different philosophies among 
commissioners even with the commission that I was on where all the 
appointees were appointees of Governor Wilson How do you provide 
local competition 7 If the XYZ Company wants to come in and 
provide local telecommunications services how do they do it 7 They 
don t have a network 

One way was to have them build their own facilities extremely 
expensive Another way was to have them buy the services wholesale 
from the incumbent provider namely Pac Bell and then turn around 
and resell those services The problem there is—and this is still a 
question that s before the Public Utilities Commission today and 
before the FCC today—if SBC West is in the retail business to its 


customers its residential customers its commercial customers and m 
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the wholesale business to other local service providers at what price 
do they sell these services wholesale to the XYZ Company so the XYZ 
Company can then mark up these services and sell them to the same 
retail customers that SBC West is selling to*? How do you do that 9 
How do you set the right prices 9 

It is very very difficult and very contentious and as I say the 
PUC is still wrestling with it In every jurisdiction m the country the 
commissioners are wrestling with it as is the Federal Communications 
Commission It s an ongoing problem 

To me the way to have real competition is for somebody to come 
in and build their own network and so you ve got two competing 
networks May the best network win But the initial investment for 
the new provider is so severe so steep they can t afford to do it The 
result of all of this m my view has been that the incumbent provider 
in this case SBC West has to provide the network services But if 
they provide the network services to these competitors the pnce is 
being set by the Public Utilities Commission 

If the Public Utilities Commission wants to have more providers 
they want to discount the prices as much as possible to make it 
possible for more and more providers to come in But whose network 
is it 9 It s SBC s If you have to expand the network if the state 
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expands and you have to expand the network and these so called 
competitors are not building their own networks then SBC West is 
going to have to expand its network But why would it expand its 
network if it has to sell off the services and it can t make any money 
on the services it s selling off? 

It s a dilemma It s a serious problem that is confronting 
California every other state and the Federal Communications 
Commission 

CASTANEDA Let me change the tape 
[End Tape 4 Side A] 

[Begin Tape 4 Side B] 

CASTANEDA So by network you re referring to actual lines 7 
BILAS Everything Switches lines all of the central office stuff If you drive 

by a building where you see telephone company trucks and it doesn t 
look like there s a door to that building that s called a central office 
All the switches all the entire guts of the network is sitting m there 
That s what SBC is leasing or selling or they literally lease the stuff 
or sell the use of that stuff as a discount to a so called competitor 
CASTANEDA So can any phone company lease SBC s network 7 
BILAS So long as SBC has excess capacity that they can lease and that would 

depend on the area the geographic area would depend on 
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demographics of the area But yeah they can do it Now they have 
to get approval from the Public Utilities Commission I mean you 
can t just come m and do it If you re going to provide 
telecommunications services you come under the aegis of the Public 
Utilities Commission I can t go to SBC West and say I want to buy 
the stuff from you so I can set up my phone company I ve got to be 
permitted to do that by the Public Utilities Commission 
What kind of control does SBC West have over the network that it 
owns 9 In other words if it has capacity it has to lease 9 
Yes and the Public Utilities Commission makes that decision So 
what kind of control do they have over it 9 Not as much as they d like 
[Laughter] Not nearly so much as they d like But they are a public 
utility and a public utility is defined m the state Constitution The 
state government has regulatory authority over what is defined as a 
public utility So they know that up front This is not something that 
was just thrust upon them yesterday It s been since the beginning of 
the Public Utilities Commission back in 1911 or so in California So 
it s a known entity 

Did the Telecom Act of 96 help push this forward 9 

The Telecom Act wanted to promote more competition It wanted to 


promote competition 
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Looking into the future do you see that the owners of networks are 
going to have less control over their networks or do you think they 11 
even become sort of public networks 7 

I think that s a question that still has to be answered and I think the 
FCC is frankly wrestling with this I don t know what the result is 
going to be because as I count it you ve got fifty one jurisdictions in 
the country your fifty states plus the District of Columbia So you 
have fifty one separate local jurisdictions and the fifty second 
regulatory authority is the Federal Communications Commission And 
I m not sure that one size fits all What might be good for California 
might not be good for Florida I don t know So I think the jury is still 
out on that It s an issue that s being wrestled with 

What you hear—and I can argue both sides of this—one of the 
benefits of being an economist is you can argue both sides of any 
argument and always beat yourself It doesn t matter what side you 
take 

With regard to telecommunications networks with regard to 
intrastate gas pipelines with regard to intrastate transmission facilities 
it is argued that these are owned by the corporation It can also be 
argued that these are owned by the public And I ve heard both 
arguments because the regulatory authority is the one that permitted 
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these facilities to be built m the first place for the benefit of the public 
And so depending upon the jurisdiction the strength of those two 
arguments will differ and they 11 differ over time 

Today I think the argument in San Francisco at the Public Utilities 
Commission probably leans toward these facilities are owned by the 
public because they were approved by the state for the benefit of the 
public I find it very difficult to believe that the shareholders of the 
corporation don t own these facilities So that s the fundamental 
argument 

If they were truly owned by the public it seems like there would have 
to be a separate organization 

I think you can make the argument for example where you live in 
Sacramento that the facilities of the Sacramento Municipal Utilities 
District are owned by the public I think you can make that argument 
loud and clear because it s a municipal utility It s a publicly owned 
utility It is not owned by private shareholders 

But when you cross over to an investor owned utility I think 
you ve got difficulty saying the public owns these things I don t buy 
the argument that the public owns it but the argument is used 
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It seems like the problem which you ve already stated is if the 
network is owned by pnvate investors what are their incentives to 
expand the network if it s for the benefit of other customers 7 
Very little Now utilities commissions around the country can order a 
utility to build additional facilities They can make that order There 
would have to be a proceeding set up There would have to be a series 
of hearings There would have to be public involvement There would 
have to be proposed decisions because there may be a proposed 
decision from the hearings and alternative decisions from other 
commissioners These would have to be voted on in public by the 
commission 

But the commission can in fact order SBC West to build ABC 
and D but they have to then ensure—and I think this is under state 
law—they have to ensure that there is a fair return on the investment 
of SBC West or any other public utility but they can order utilities to 
do this 

If I were the president of a corporation where my facilities are 
being used by somebody else and they re paying me for it but I m not 
covering my costs when I sell this stuff to them 111 be darned if I m 
going to expand my facilities Now you d better order me to do it 
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because I m not going to do it on my own Why should I? My 
shareholders are being hurt by it 

So what is contentious is setting the right price on this resale 
market That is if SBC West is going sell something to Joe Jones 
Company which is a regulated public utility in the eyes of the Public 
Utilities Commission what s the right price? What SBC wants is 
higher prices than are currently coming forward but what the so called 
competitors want are the lowest possible pnces They don t care 
whether SBC loses money SBC does because they re beholden to 
their shareholders So it s very contentious 

What was the position of the PUC on these sorts of issues when you 
were starting out? After the merger did these sort of issues come up? 
This was kind of interesting because one of my really philosophical 
pals on the commission Commissioner Knight he and I were really 
good philosophical pals We got to know each other when I was on 
the CEC and he was on the PUC and we communicated when I was at 
the University of Oklahoma So it was great to be a colleague of his 
when I came back to California 

But he d made a statement from the dais one day that he thought 
that the competitors had a right to compete I did a double take A 
right without a quid pro quo is not a right at all it s a subsidy It s not 
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a right And I just did a double take and talked to him afterwards 
privately about this and said Nobody has a right to compete They 
can go ahead and try but we as regulators can t sit there and fulfill that 
nght If they can compete fine If they fail they fail but we 
shouldn t give them the nght to do it because if we give them the nght 
to do it then we are responsible for keeping them there And I don t 
think that s a nght at all 

But the philosophy basically was we wanted to see competition in 
local telecommunications services Now I jokingly said till the day I 
left the commission and I d say this in public speeches and I gave 
hundreds of speeches when I was on both commissions from the day 
I came on this commission the telecommunications staff has told me 
that there was local competition in telecommunications Sol went 
around the commission s buildings and I looked in every comer 
opened up every drawer that I could find and I never found any 
competition I to this day when I give a speech to this day I haven t 
seen competition I can honestly say to this day as you and I are 
speaking I have not seen competition in the provision of local 
telecommunications services in California With an exception and the 
exception is Cox Cable in the San Diego area They have built their 
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own facilities and they are competing with SBC West and effectively 
competing 

Is that with a separate network 9 

Yes their own network They built their own network and tome 
that s when you get real competition They said We re going to 
carve out a market in San Diego We re not going to go anyplace else 
yet We re going to carve out a market in San Diego And Cox 
Cable is effectively competing with SBC West but they built their 
own facilities to do it So that s the only place that I ve seen 
competition 

So you re saying for there to be real competition there have to be 
multiple networks 

I think there has to be I really believe that that s the case I ve seen 
this resale go on and it just simply doesn t work It s so contentious 
It just simply doesn t work So that s a personal view 

When I started on the commission I think the feeling among the 
five commissioners for the most part was that we wanted to see 
competition and by that we meant the development of alternative 
networks not just the leasing of or the buying of some of these 
network elements but the actual building of other networks But of 
course it becomes very very expensive It s not easy to do 
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Do you think as wireless becomes more widespread—I know there s 

some parts of the state that don t have access 

You re sitting in one right now as a matter of fact You tried to use 

your cell phone It didn t work Surprise surprise surprise 

If wireless were available everywhere m California you wouldn t need 

to build that network 

That s correct That s correct I think you would see some very— 
clearly there s been real competition provided by wireless providers 
for the landline providers There s no question about that I think the 
saving grace for competition is in fact wireless But to have wireless 
you ve got to build towers 

You still need a network though You don t need the wires 
You need a network And that s one reason why you can t use a cell 
phone in Mendocino is we haven t got a tower and this has been 
debated for the last decade There are people that are violently 
opposed to building a tower even if you can t see it because of 
electromagnetic fields or something They make the argument that 
tourism is provided here and the people that come up from the Bay 
Area or from Sacramento want to get away from their cell phones 
I don t know whether that s true or not but I do know that when 


you re traveling from here to Highway 101 as people here call it 
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going over the hill and you have no wireless service because there are 
no towers and you have an accident you re in trouble So from a 
safety standpoint I d like to see it And I d like to see the towers all 
over the place in the state because it would provide substantial 
competition in telecommunications services 

But you re right it does take a network Got to have towers 
Have there been other efforts other than in San Diego to build new 
networks to compete 9 

There have been a few but not successfully so far as I can tell 
There are a couple of issues that I saw just doing research that they 
may be a too very specific Something that came up in my research 
was the Internet calling with reciprocal compensation I was trying to 
figure that out myself 

The easiest way for me to just lay out the issue is number one it s 
highly technical What happens is you have Internet service 
providers We have one right here m Mendocino—Mendocino 
Commumty Network When you pick up the phone or when you log 
on you re going across phone lines and the phone lines are SBC West 
phone lines until a certain point At a certain point those calls go 
across lines of a corporation Pac West I believe is the name of the 


corporation 
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Compensation is provided for the use of the lines to the owner of 
the line where the call is terminated So you log on to the Internet and 
then you log off somebody has to compensate somebody else It turns 
out that the way the system is set up Pac Bell has to compensate Pac 
West The idea of reciprocal compensation is that for every time Pac 
Bell SBC West whatever you want to call them compensates Pacific 
West Pacific West will at some other time be compensatmg Pac Bell 
So the compensation is reciprocal that is the terminations on Pac 
West lines will equal the terminations on Pac Bell s lines 

It doesn t work that way All the terminations are on one line not 
on the other The result is that the Internet service provider who 
receives service from Pac West is effectively getting a subsidy because 
the dollars are flowing from SBC to Pac West Those dollars are then 
passed through to the Internet service providers so they can keep their 
costs down they can keep their rates down get more customers 
There s a direct subsidy from SBC to the Internet service providers 
That s what effectively happens 

And so it s very contentious because the Internet service 
providers MCN Mendocino Community Network here for example 
where there s an issue before the Public Utilities Commission that may 
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affect reciprocal compensation they 11 send out a blanket e mail to all 
the customers Write the Public Utilities Commission 

I get bothered by this because I know what s happening I know 
it s costing SBC a lot of money But also it s bad economics because 
MCN our provider charges 19 95 a month Where does that price 
come from? It doesn t come just out of the ether Somebody sets 
price for internet services and I know who it is and so do you It s 
AOL 

So if AOL lowers their price Mendocino Community Network s 
going to have to lower their price or they re going to be out of 
business They re going to lose all their customers So it s not 
reciprocal compensation that sets the price it s the marketplace that 
sets the price But reciprocal comp is in my view a subsidy from 
SBC to literally all the Internet service providers But it s very 
contentious I mean that issue comes up every year 
Why is a fee paid for termination 9 

I don t know I don t understand how that comes about It s for the 
use of the facilities It s a facility usage fee is what it is 
Another issue that I saw was the allocation of area codes and 
sometimes they re split and there was some various controversies on 


that 
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[Laughs] Oh sure I am happy to say that the area code in which I 
live 707 was the first time there was an area code split where the rural 
area kept the area code and the populated areas had to change Now I 
think that was done because I was on the commission at the time there 
was an area code split here 

What happens is you only have so many numbers So as 
population grows you ve got to do something to provide more 
numbers One way is to simply take the geographical area and figure a 
way of splitting it so that—let s take our case here in the 707 area 
code 

Part of the original area keeps 707 and the other part of the area 
gets another number Well nobody wants to get another number so 
you always have this push and pull One idea was to have what they 
call overlays so that you don t change Anybody that s got a 707 area 
code doesn t lose that 707 area code but if you want another number 
into your house you 11 have a different area code on it They 11 
overlay over the existing area code another area code So you might 
have two phone lines in your house with an overlay 707 and 623 
which is equally disconcerting because you ve got two different area 
codes in the same geographical location There s no quick fix to this 
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However there is a short term fix which has been employed by 
the California Public Utilities Commission and that is numbers used 
to be given out in blocks of 10 000 If you use one number in that 
block the whole block is considered used So that if a provider a 
telecommunications provider has a block of 10 000 uses one number 
9 999 numbers are locked 

What they ve done now is they give out blocks of a thousand So 
the scarcity of numbers—numbers are less scarce than they have been 
But it postpones the inevitable The inevitable is you re going to have 
to have area code splits or overlays 

Yes I d read somewhere that the phone companies were claiming 
there just weren t enough numbers left and it might have been you or 
someone on the commission saying that there really are numbers I 
think it had to do with this block system 

Yeah This issue really hit home down m Southern California It was 
when Governor Davis was just newly elected the first term His home 
area in Southern California was having a three way split and he was 
upset as were all the legislators in the area and residents I went to 
Washington D C to the FCC and talked to two or three of the 
commissioners and told them that There are numbers out there that 
are available but you guys have to do something to put pressure on 
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either us or the Congress to make sure that the unused numbers are m 
fact used before you have either area code splits or overlays What I 
was arguing for was having allocation blocks of less than 10 000 
because the 10 000 block came from Washington D C It didn t come 
from California And I think they ve made exceptions now to the 
rules so that you can have 1 000 blocks 

But I appealed to the FCC to do that But all that does is postpone 
the inevitable It just puts out further m time the need for area code 
splits or overlays because you know there only are so many numbers 
Particularly today with the Internet Just take me for example We ve 
got three phone lines in this house I ve got one general phone 
number I ve got one for when I was on the commission and now 
with the little bit of consulting that I do it s a separate line And I ve 
got a data line for both my wife s computer and mine and for my fax 
machine And so I ve got three lines 

I was thinking that I might even want to get a fourth line which we 
can do We re capable of having four lines getting a fourth line so 
that my wife can have Internet access at the same time that I have 
Internet access because we don t have the facilities available yet in 
this area where we can have a single line that can carry both my wife 
and I on Internet access We don t have that yet We don t have fiber 
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optics here so we can t do that When we get that of course we 11 be 
able to change the way we ve done things but right now I m using 
three telephone numbers for one household And you ve got teenage 
kids today have their own phones They ve got two and three phone 
lines in their house and numbers run out So the problem is not going 
to get better It s going to get worse 

Were there other issues regarding telecommunications that were 
significant during your time at the Utilities Commission? 

I think the big things were and still are developing competition and 
reciprocal comp Those are the big issues And the area codes 

And it s a major issue but it gets minor attention There are areas 
of the state where there is not provision of telecommunication 
services You see it more so m Northern California than m Southern 
California Some of the northern counties there are some areas that 
don t have telecommunications services 

Corporations are not required to provide it if they can t afford to 
provide it And so how you provide services to those folks again I 
think the solution is wireless but then you ve got to have towers and 
somebody s got to provide the towers So even in 2003 not 
everybody has access to telecommunication services 
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So do you have an individual or representatives of the community that 
don t have telephone service come to the commission and lobby for it? 
Yeah we try to do the best we can to provide service to them to get 
somebody to provide service to them but it s very difficult because 
it s a very expensive proposition To put in towers for landlmes are 
very expensive particularly in the kind of area I m talking about It s 
not like Barstow the desert It s up m the Sierras 
With only a few potential customers anyway 
Yeah yeah 

Is it easier to encourage a telephone company or provider to build a 
cell site than to install new wires 9 

I ve never thought about that I ve never thought about the question 
so I really can t respond to it 

Building anything aboveground involves some degree of difficulty 
because there s always going to be someone who will make an 
argument that it s a blight on the environment and there may be some 
environmental damage With landlmes you can always go 
underground but it s more expensive to go underground 

So in some sense depending upon the area of the state it may be 
easier to put in landlmes because you re just pulling wire through 
conduits that may already exist rather than building something 
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aboveground If you ve already got stuff aboveground then it s 
something that you may be able to attach to But if you ve got to put 
something aboveground where you haven t got something it may 
make somebody unhappy and they re going to argue before the 
commission That looks awlul 

In fact there s always the argument before the commission to get 
nd of these telephone lines and electricity lines Why don t you bury 
them*? Well sure Where s the money going to come from 9 I don t 
know any Arab sheik that s going to put up the money to go trench the 
entire State of California to bury all these lines It would be nice if we 
could do it 

I don t know if this will nng any bells But these were some of 
those— 

[Reading] A short history of the 619 

And then this was something on the 310 area code 

It was 310 that became the contentious one That was the one where 

Governor Davis got himself involved and that s the one I went to 

Washington on and that was where we began to get the idea of 

changing from 10 000 blocks to 1 000 blocks [Reading article] 


Yes that s an interesting quote in there I don t recall the 619 
This must have been down in San Diego 619 San Diego yes Mayor 
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Golding it s San Diego That was very contentious there That s 
where I think Joe Neeper wanted—Joe Neeper was always in favor of 
overlays He was the overlay man and I think he wanted overlays 
there So both of these became contentious 

But I have to laugh at eleven digit dialing Even when you dial 
when you pick up the phone in Sacramento and you dial your 
neighbor across the street how many digits do you dial 9 You dial 
seven digits all right but you actually in your mmd I think are 
carrying eleven digits because if you re going to dial San Francisco 
you dial 1 415 and seven digits Implicitly when you dial your 
neighbor across the street m Sacramento you dial 1 916 and then you 
punch in seven digits So in my mmd every time I pick up the phone 
I m effectively dialing eleven digits I may only punch m seven but 
I m really dialing eleven 

So I ve never bought the argument that—I may say it publicly that 
it s simpler and it is simpler to do seven than eleven But I think 
implicitly you re always doing eleven digit dialing regardless of when 
you pick up that phone 

Interestingly I was watching Pat Sajak on television the other day 
and he said When we pick up a phone we go [gestures], but we call 
it dialing So we should be calling it punching [Laughter] 
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Yes but these battles the 619 the 310 that you ve just showed me 
those battles will be renewed If the State of California continues to 
grow the area code problem is going to continue to exist We may get 
to the point where we are going to have to have four digit area codes 
throughout the country I mean you only have so many area codes 
You only have so many 

Yeah I guess that would happen before we had eight digit local 
numbers 

Oh yes yes that would happen Yes that would probably happen 

But this is a problem with—it s not just telephones ATM 
machines Everything that runs across telecommunication lines 
requires something being dialed uses numbers It s a problem It s 
going to continue 

And one of the problems that helps make this problem worse in 
my view is that as people go wireless they don t get nd of their 
landhnes They just use another number in the same area code One 
of the arguments that had been debated at the PUC and a decision was 
never made on it that I recall anyway was to try to have a separate 
area code for wireless So you could be living in the 916 area and 
have a cell phone wouldn t have 916 It would have a different area 


code on it 
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Now I live in the 707 area but my cell phone is 916 because I 
bought it when I was in Sacramento I still use it It s an old cell 
phone but I still use it and it s 916 area code Big deal I can survive 
with two different area codes I don t know why other people can t 
Yes that s a good point We re going to run out of numbers 
We are It s an inevitable problem The only way to solve that 
problem is go back to smoke signals I guess You may run out of 
wood though I don t know woods or blankets or whatever 
I don t know if this is the same thing as reciprocal comp but are the 
cost to Internet service providers local or long distance 7 
Yeah yeah that was reciprocal comp As I recall this I think we 
wanted to change There was sentiment to want to change the way 
reciprocal comp worked But as I recall this there did not appear to be 
enough information at least in the minds of three commissioners and 
I don t recall where I voted on this as a matter of fact Fortunately it 
doesn t say here so I won t have to defend myself one way or the 
other 

But as I recall this there wasn t enough information for the 
majority vote to go ahead and try to change the way reciprocal comp 
worked and that we would want to look at this further I think the 


PUC is still looking at it But I don t think this PUC is likely to make 
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any changes as a matter of fact As the current PUC I don t think 
they re likely to make any changes 

In terms of telecommunications that s probably it in terms of my 
questions 

I think so Yes I think so Chris 

In terms of transportation the only thing that really came up m my 
research was the Blue Line at grade controversy 
[Laughter] I became involved m transportation when I first came on 
the commission because—and 111 show this to you later—I have 
model trams down in the basement here I love model trains and so 
because I had model trains I became a commissioner who was 
interested in transportation I don t know what the relationship is 
Well there is a relationship as a matter of fact because one of the first 
issues that came up when I was on the commission was derailments of 
cars and that has to do with how you set the cars on any freight train 
The way you set the cars has an effect on whether there are 
derailments 

I can actually play with my electric trams and have derailments 
because of simply the way I set some of the cars m line If I set them 
other ways there won t be any derailments So I used to experiment 
here on weekends with my model trams to see what would cause 
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humping what would cause cars to bang into each other and cause 
derailments Anyway because of my model trams I got involved in 
this 

The Blue Line is the line from Los Angeles up to Pasadena There 
were some twenty maybe even more crossings This is part of the 
commuter service Obviously when you have at grade crossmgs you 
have a higher probability of having accidents Some idiot is going to 
run around the gates You re going to delay traffic because of the 
gates so it s going to add to local traffic congestion 

I don t know what the resolution of the Blue Line issue was but I 
got involved m it and tried to bnng the parties together to get some 
solution and to get some temporary solution so they could move 
forward because they were really running out of time to get this done 
I don t know what the resolution of the Blue Line was but I became 
the advocate for what the proponents of the Blue Line wanted and 
what the investors wanted much to the dismay of some of the local 
groups And there were some local groups that frankly didn t want 
the line at all But I think there were other local groups that were 
concerned about congestion and safety As I say I don t know what 
the resolution was 


CASTANEDA I didn t see it in my own research 
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There probably may not be a resolution yet Let me be very honest 
Decision making at the Energy Commission was pretty simple and 
pretty fast Decision making at the Public Utilities Commission 
because of the procedures that are involved that is there has to be 
formal hearings have to be an evidentiary record there has to be 
public involvement there has to be x number of days between the time 
a proposed decision is made public and the time the commission can 
vote and votes are often delayed because items are pulled from the 
agenda decision making is very difficult and very time consuming 
So it doesn t shock me that the Blue Line decision may not yet be 
made even though I ve been off the commission for over a year 
I remember one thing that happened is that the company was given 
permission to go ahead even though they might have to— 

That s what I wanted Yes that s what I wanted 
They might not win in the end 

That s what I wanted I wanted them to take the risk If they were 
willing to take the nsk I wanted them to go forward If that s the 
decision that still is on the table then that was my decision to have 
them go forward but at their nsk because they were willing to do that 
I think I don t know I haven t followed it I haven t followed up on 


it so I don t know 
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CASTANEDA In terms of transportation I don t really have any particular questions 
BILAS Transportation is relatively minor and it s strangely minor because the 

Public Utilities Commission was originally the Railroad Commission 
But much of the regulatory stuff has been taken out of the hands of the 
Public Utilities Commission and sent to Washington What the Public 
Utilities Commission has jurisdiction over mainly is safety and they 
do that in conjunction with the Federal Railway Agency I think the 
FRA 

CASTANEDA Okay 
[End Tape 4 Side B] 

[Begin Tape 5 Side A] 

CASTANEDA You re appointed to the Utilities Commission and the next year you 
become president Is that correct you re appointed to be president in 
98? 

BELAS Yes I came on the commission in January of 97 and m February of 

98 I became president At that time the president was elected 
annually by the commissioners in public session I made it known 
literally right after I came on the commission that I didn t come on the 
commission just to be a commissioner I came on the commission to 
be president And in the December of 97 meeting one of the 
meetings I was elected president starting February first Then I was 
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reelected the next year and I was the last elected president of the 

Public Utilities Commission 

Who was the president before you were president'? 

Greg Conlon When Dan Fessler was appointed Fessler immediately 
became president and he was president I think for maybe five of the 
six years that he was on the commission Then Greg Conlon 
succeeded him by vote of the commission I got along well with Greg 
but I frankly didn t think he was an effective president So I talked to 
some of my colleagues and they said Yeah we 11 vote for you 
Even Greg voted for me so it was a 5 0 vote and it was a 5 0 vote 
both times 

Can you talk about the other commissioners who were there when you 
came on the commission 9 Tell us a little bit about them 
Yeah when I was there let s start in terms of seniority was Greg 
Conlon I knew Greg from my days on the Energy Commission Greg 
was a I think partner in Arthur Andersen retired and was a good 
fiscally conservative Republican who believed in markets but wasn t 
sure about markets He I think became infatuated with the role of a 
commissioner and it s hard not to be When you realize that you have 
authority over others you oftentimes want to exercise that authority 
And I found Greg to be a person who liked to exercise the authority 
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that he had But I think basically his philosophy was good It was m 
line with Governor Wilson 

He did opt for restructuring of the electric utility industry There 
were things about it that he opted for that I did not agree with because 
when they voted for restructuring he was in the majority vote It was 
a split vote not to have restructuring but it was a 3 2 vote to set up the 
kind of restructuring that they had Had I been on the commission the 
vote would have been 3 2 the other way So there were things with 
Greg Conlon that I did not agree with with regard to restructuring but 
basically he was fiscally conservative wanted to see markets work 
and wanted definitely to have competition m telecommunications and 
really opted for facilities based competition that is somebody 
building their own network And a very bright guy 

I guess second in line of senionty maybe first in line I don t 
know Jesse Knight Jesse was formerly the executive manager I 
think was his title of the San Francisco Chamber of Commerce 
Jesse s a young man definitely fiscally conservative Jesse s black so 
he s a fiscally conservative black Republican which is a real real 
minority free marketeer all the way is now the executive director of 
the San Diego Chamber of Commerce as a matter of fact 
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Jesse and I became really good friends I mentioned earlier we 
were friends when I was on the Energy Commission and we talked to 
each other when I was in Oklahoma I think most votes when Jesse 
and I were on the commission together we would vote the same way 
Receptive to new ideas very open really a hard worker Jesse would 
stay till eight mne ten o clock at night I think quite frankly I 
believe—I don t know his social life very well—but he wound up 
divorcing and I really think it was the fact that he spent so many hours 
at the commission that it affected his personal life which if that was 
the case it was unfortunate because in my view the Public Utilities 
Commission and the State of California is not worth that But very 
dedicated man 

Henry Duque was a retired banker lifetime Republican as best I 
can tell ex marine and had the guts of a marine He really did He 
would gut things out There was a time when he was under fire to 
resign from the commission because of a stock deal that he entered 
into which was suspicious at the very least and he was brought to 
court He just gutted it out and eventually won His term is now over 

Henry was in the majonty vote on restructuring He Conlon and 
Dan Fessler were the majority vote As I say on that part I did not 
agree with Henry and 111 explain later when we talk about energy 
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and electricity why But dedicated A more dedicated man I don t 
believe you could find And he became enamored of a part of the 
commission that commissioners never paid much attention to namely 
water He literally became known as the water commissioner He 
befriended the water companies and tackled all the major water issues 
It was one of the few times I would say in the history of the 
commission or at least the recent history of the commission that is 
over the last twenty years where a commissioner sat down and said 
[tapping on desk] I m going to look at water issues because they 
need to be looked at So he spent a lot of his six years on the 
commission dedicated to looking at water issues 

The final member of the commission was Joe Neeper Joe was 
from San Diego an attorney very successful attorney m a major 
partnership and I think at one time was dean of the law school at the 
University of San Diego I may be mistaken on that I m not sure 
Joe was a good friend of Pete Wilson being from the San Diego area 
Joe interestingly was not a registered Republican He was an 
Independent So we had four Republicans and an Independent but he 
voted m my view most of the time correctly 

Joe oftentimes was very difficult to understand You couldn t 
figure Joe out Joe would sometimes give off the cuff addresses if 
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you will from the dais at formal commission meetings and sometimes 
you never understood what Joe was talking about At least I didn t 
Maybe I was m the minority on that 

But a very thoughtful person very loving person very caring 
person and voted in my view on the right side of the split 3 2 vote 
He and Jesse Knight voted the way I would have voted Fessler 
Conlon and Duque voted in my view the wrong way But every one 
of them that commission I am really happy to say—and this is pretty 
well documented—commissions around the country looked to the 
California Public Utilities Commission and would say That is one of 
the most collegial commissions that has ever existed in the history of 
regulatory commissions m the country 

We could argue publicly at a commission meeting over an issue 
publicly argue with each other and get to the point where people 
might in the audience feel like these guys are about to come to blows 
The meeting is over go out to lunch together I mean it was a really 
really wonderful group of guys to be with I mean they couldn t have 
found in my view a better group of guys I was really proud and 
honored to be part of that commission They were just wonderful 
people 
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And they accepted me the moment I walked in the door They 
accepted me as president for the two years that I was president and I 
worked hard as president on behalf of the commission and the 
ratepayers in California They all recognized that We just had a good 
collegial group 

In terms of a staff did you have a staff assigned to you like you did at 
the Energy Commission 7 

You get to pick your own staff We each had a secretary a clerk a 
couple of three—three I guess—advisors and the president had a 
chief of staff which is effectively a fourth advisor So the benefit of 
being president was you had an extra advisor The cost of being 
president was you had more work because you were the one that 
would represent the commission m Sacramento 

During budget heanngs and during contentious times I was 
making weekly trips to Sacramento So not only would I drive from 
Mendocino to San Francisco then I would also drive from San 
Francisco to Sacramento and back to the San Francisco and back to 
Mendocino 

Who would you deal with in Sacramento 7 

Mainly the leaders of the respective committees that affected the 


Public Utilities Commission in both houses So it would be the 
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Assembly—I think it was the Senate Energy Committee and the 
Assembly whatever they called it I don t know During my 
presidency I was dealing with Senator Peace and a couple members of 
the Assembly whose names at this very moment escape me But it was 
mainly with Senator Peace because he had some bad things to say 
about the commission and I think I smoothed a lot of ruffled feathers 
He was not a fan of Dan Fessler s and he came down hard on the 
commission because of I think his dislike his personal dislike for 
Dan 

I had a lot of fence mending to do because Greg Conlon as hard 
as he tried was not able in my view to mend the fences when he was 
president I think I did that when I was president and I had the 
support of my four colleagues when I tried to do that 
So in terms of structurally you would deal with the committees 
Would you report to the governor or to the legislature or was it to the 
committees as a representative of the commission 7 
All of the above All of the above You were at a point where if a 
legislator called and said jump you jumped Now you could tell them 
to go to hell but that isn t going to get you anyplace After all until a 
legislative change the Public Utilities Commission was an 
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independent body It still is perceived as an independent body but I 
think it s lost a lot of its independence 

When I was president we viewed ourselves as an independent 
body but realistically though independent—and Henry Duque would 
go so far as to say the commission was the fourth branch of 
government and in some sense I guess it was at one time—our 
budgets were a function of the legislature Our budgets were a 
function of the governor So realistically you could play the game of 
being independent but you knew full well that your budget could be 
controlled at any moment in time by certain members of the 
legislature So you wanted to make sure that whatever problems 
existed between those members of the legislature and the commission 
were minimized at the very least So that s where I spent a 
considerable amount of time 

Would the Utilities Commission sponsor studies in research the way 
the Energy Commission would or would you do that through the 
hearings 9 

The Public Utilities Commission would occasionally undertake 
internal studies and/or externally funded studies through contracts in 
my view never to the extent that they were done at the Energy 
Commission The Energy Commission in my view was and I 



236 


CASTANEDA 


BILAS 


believe still is much more a research type agency where the Public 
Utilities Commission is what I would regard as an old fashioned 
regulatory body Just the proceedings are so different 

The CEC is much more open to outside views outside expertise 
than the Public Utilities Commission The Public Utilities 
Commission in my view views itself as being the most 
knowledgeable body ever created That s just the way it behaves 
And that s tradition There are truly people inside who don t feel that 
way but the tradition is such that that s the way the commission as an 
institution behaves 

As we move into the energy issues you had been with the Energy 
Commission so there was that connection But did the Public Utilities 
Commission feel there was a need for the Utilities Commission to 
consult with the Energy Commission on energy issues 7 
[Laughs] The Energy Commission felt there was a definite need to 
work together with the Public Utilities Commission We were never 
able at the Energy Commission to have the influence that we thought 
we ought to have at the Public Utilities Commission The Public 
Utilities Commission in my view didn t want very much to do with 
the Energy Commission if it could get away with that That was my 
view and I don t think I m exaggerating I think it s quite honestly 
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the view of the Public Utilities Commission What is the CEC all 
about 7 Why are they doing these things 7 

That s not to say that a lot of stuff that the CEC did and does is not 
accepted by the PUC It certainly is There s a lot of respect on the 
PUC staff level for certain people at the Energy Commission I won t 
mention any names but there s a lot of respect for a number of really 
good researchers at the CEC 

But in terms of institutional structure I think the PUC would love 
to see the CEC go away And the CEC I think would like to have 
some of the responsibilities of the Public Utilities Commission This 
interestingly is a dilemma that the legislature s going to have to face 
up to They have tried in the past And they re going to have to face 
up to this moving forward You ve got two commissions What do 
you do with them 7 Do you have the most efficient structure 7 I think 
the answer is no 

I made suggestions to Senator Peace when he was looking at some 
kind of reorganization and nothing came to pass But havmg been on 
both sides of the fence I think I was in a unique position and still am 
as a matter of fact in a unique position to be able to evaluate both 
commissions their relationship with each other and what might be 
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better for the State of California moving forward But nobody s asked 
me to do that and I m not going to volunteer my services 
Would you care to recommend 7 

Oh sure The Energy Commission has siting authority over power 
plants but the PUC actually goes out and gets the power plants The 
Public Utilities Commission has siting authority over gas pipelines 
Why do you have two different agencies with siting authority both in 
energy 7 Why shouldn t they be someplace together 7 Either take the 
siting authority for pipelines and put it in the CEC or take the siting 
authority for power plants and put in the PUC or maybe even have a 
siting authority for all energy resources Put it someplace else but 
start thinking about what the institutions do 

Do you need two commissions 7 If you re going to have a 
regulatory body and a research body why shouldn t the research body 
be part of the regulatory authority 7 Maybe the way to do busmess is to 
have a Department of Energy and the equivalent of a Federal Energy 
Regulatory Commission use the federal model Put these things on 
the table think about them talk about them 

I can t help but believe that the current system is not the best It s 
even complicated now because you ve got California Power 
Authority you ve got independent system operator you ve got a 
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California Public Utilities Commission you ve got a California 
Energy Commission and there s overlap on all of these things and 
they re all vying for power 

Somebody wins somebody loses but I happen to think the 
taxpayer and the ratepayer are the ones who are losing on all this So 
somebody s got to sit down and eventually face the problem The 
difficulty with facing the problem is you ve got term limits If I m a 
newly elected member of the Assembly the first thing that I think 
about is reelection The second thing I think about is what do I do 
after my six years are over And the answer is I ve got to find a Senate 
seat So I start working on that and I don t have time to latch onto a 
major issue I m going to latch onto issues that can get me money and 
votes I m not going to latch onto issues that really require resolution 
but they are going to take time And I m not going to necessarily 
make friends or get the dollars to find my next political position 

So we have a structure that I think can t deal with the structure that 
we have That to me is a significant problem for the State of 
California but it s not just in energy There s got to be other places 
where you ve got this overlap of authority and you ve got the overlap 
of state and local jurisdictions and nobody s willing to face these 
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issues Of course there s no reason to have to face them if you re 

always an avowed short timer 

So that s one of the basic flaws of term limits 

And I was 100 percent in favor of term limits I thought term limits 

would be great Bemg in the minority party you always want term 

limits because it gives you a chance But I thought of it in a broader 

perspective than just being a Republican and hence being in what has 

traditionally been the minority party at least in recent years m 

California 

I thought that you really wanted to get out of power those people 
who were in there for twenty years and didn t do anything who were 
just there going through the motions because they were senior senators 
and they were always easily reelectable because he or she had been the 
incumbent for so long it was hard to get that person out of office A 
solution was term limits 

But term limits are such that the legislators can t come to grapple 
with the issues So I think there s got to be reconsideration of term 
limits and maybe just a modification so they have longer time in 
office or maybe just do away with it entirely But I think that s got to 
be rethought But the model was you ve got term limits on the 
governor why don t you have term limits on the legislators? Maybe 
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we shouldn t have term limits on executive offices Maybe we 
shouldn t have term limits on anything 

But I know right now given what I perceive to be a continuing 
dilemma between all of the agencies involved in energy that 
somebody in the legislature has got to come face to face with this at 
some time or we re going to have an even less efficient system than 
we currently have The system is not functioning efficiently today 
Having been on the two major energy commissions the PUC and the 
CEC it doesn t work 

Was there conflict between the CEC and Utilities Commission? You 
said it was not working well together but was there tension or 
conflict? 

Well yeah I guess There were a couple of days a couple times 
where I was involved in really significant confrontations I remember 
when I was on the CEC I went with Chuck Imbrecht down to the 
Public Utilities Commission We wanted to sit down with the 
president of the commission Stan Hulett at the time was president I 
got along with Stan quite well and Chuck thought he got along with 
Stan quite well I was not privy to the meeting but there was door 
slamming screaming yelling between Hulett and Imbrecht which I 
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didn t want any part of and didn t think anything like that should 
occur 

I think there were tensions that were built in by the personalities 
involved The stronger the personalities of the Energy Commission 
chairman and the Public Utilities president the more conflict there 
was But to my mind there was never the clear recognition on the part 
of the Public Utilities Commission that good research was being done 
at the CEC That was never recognized that the people in the bowels 
of the PUC would never recognize this and so the commissioners 
rarely ever recognized it I did because I had the advantage of being 
on both commissions but my colleagues didn t really understand what 
the CEC was up to what the CEC was all about 

So it was there It s still there It s going to continue to be there 
They do their own things They re pretty much separate I don t know 
how they interact today There are proceedings at the PUC where the 
Energy Commission takes part as a party and there s been a couple of 
cooperative efforts that were done in my years there but not very 
many 

Does having the Utilities Commission m San Francisco play into that? 


That s part of the reorganization 
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Well yeah The traditional reason why the PUC is m San Francisco 
was that when it was initially established as the old Railroad 
Commission the commissioner would be there so they could spy on 
the robber barons the railroad executives who all lived in San 
Francisco That was the reason for having the commission originally 
in San Francisco 

Occasionally there is a member of the legislature Senator Peace 
raised the issue we ought to bring the PUC back to Sacramento where 
we can better control them Never happened It would be a difficult 
thing to do I don t know whether it would serve any purpose to bring 
the PUC into Sacramento I mean they would still behave the same 
way The behavior isn t going to change just the geography would be 
a little bit different 

There is a problem There is a major problem that the Public 
Utilities Commission has I believe and I believe any state agency 
located in San Francisco—it s the cost of living Your choice set for 
commissioners is greater for the Energy Commission than for the 
Public Utilities Commission I believe this to be the case It is much 
more expensive to live in San Francisco than it is to live m 
Sacramento It is very difficult well nigh impossible to get a middle 
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income intelligent person to relocate for six years to San Francisco 
Much easier to get them to do that to Sacramento 

So what happens you look at today s Public Utilities Commission 
Loretta Lynch lives in Mann County Susan Kennedy I believe lives 
m Mann County Mike Peavey is a millionaire several times over 
Carl Wood is a union person who moved from San Diego area to the 
Bay Area but cannot afford to buy a home in the Bay Area Jeff 
Brown lives in San Francisco He was the public defender in San 
Francisco before he became a commissioner 

When I was on the commission Greg Conlon lived in the Bay 
Area Jesse Knight lived in the Bay Area Henry Duque lived in the 
Bay Area This was their permanent residence Joe Neeper commuted 
from San Diego and he was reasonably wealthy so he could afford to 
fly back and forth and have an apartment And I was dumb enough to 
commute from Mendocino to San Francisco and live m a hotel and 
I m not a wealthy man 

I think the choice set is much smaller so that s a problem of 
having the commission—and getting new staff people It s easier to 
get staff people for the Energy Commission to live in Sacramento than 
to live in the Bay Area Salaries are the same So I think there s a 
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long run problem with the commission being in San Francisco in terms 
of both staff and commissioners 

So there s a lot of sort of structural issues that might be looked at in 
the future 

Yeah that s why I think the whole thing has to be looked at but I 
don t think anybody has the time or the energy to really look at it or 
the interest If I m a new legislator who cares about reorganization of 
the state agencies 9 They re there They re bureaucrats I either like 
them or hate them nothing in between 

When you come on board at the Utilities Commission is electric 
restructuring right there at the top of the list 9 
Yes And fortunately I had nothing to do with the law that was 
established to start restructuring so I always had the ability to say I 
didn t do it That was not my charge My charge was to make the 
best out of the restructuring laws that were on the books In fact when 
Governor Wilson and I talked about my becoming a commissioner he 
made dam sure that I would support the restructuring legislation 
which went through both houses without a negative vote and the 
governor signed into law right away And the governor was 100 
percent behind it 
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I was in Oklahoma when the law was passed I knew looking at 
the law that it could not work There were flaws in that law because 
the way it was put together was like making sausage The worst things 
you want to see is making sausage and the creating of legislation It s 
the same darned thing When that AB 1890 was put together it was 
done I guess in the summer of 95 August of 95 and I think it was 
called the death march in Sacramento Senator Peace called together 
all the parties brought them all to Sacramento and said You guys 
figure it out and if we like it we II approve it 

Well if you get an environmentalist a conservationist an 
independent power producer a regulator an investor owned utility 
person a this a that and the other thing sitting around the table there 
are going to be tradeoffs made so that everybody thinks they re a 
winner Well everybody can t be a winner when you make tradeoffs 
But the legislation was fashioned after all these tradeoffs so 
everybody got something Consumer groups got something the 
investor owned utilities got something yadda yadda yadda 

It was doomed to failure and it failed There was no question that 
it was doomed to failure and that you could play the game And 
people played the game and the system became a shambles But it was 
ill fated from the beginning There was a fundamental flaw in that 
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legislation and the fundamental flaw m my view was that the state 
set up a power pool where utilities had to sell all of their generation 
into the power pool and had to buy all their needs out of the power 
pool 

That s not how markets work Markets work by buyers and sellers 
getting together and signing contracts explicit or implicit They don t 
work through a pool If a pool is needed it develops by the needs of 
the buyers and sellers It isn t foisted on it from above That made it 
doomed to failure 

In addition this requirement of utilities selling into and buying out 
of there could be no contracts [Interruption - phone rings] 

What assemblymen and senators were most involved in—or were 
they 9 

As I understand it—now you have to understand I was in Oklahoma 
okay 9 I think the guy that took the bull by the horns was Steve Peace 
In fact I know he was the guy who took the bull by the horns Jim 
Brulte was on the Republican side And this was a consensus 
document and so you had to have both sides of the aisle I think 
really AB 1890 is a tribute positively or negatively to the really hard 
work of Senator Peace As I say I think the piece of legislation was 
fatally flawed from the beginning but that s not to say that—I mean 
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Senator Peace and I didn t agree on a lot of things but we got along 
pretty well I respected him He respected me I have a lot of respect 
for Steve Peace He worked his tail off getting restructuring 
legislation in place and passed Even if it was flawed legislation—and 
we found that out after the fact—it s a tribute to him that he was able 
to put something like this together 

He has been and continues to be as he s now I guess director of 
finance m the Davis administration really a hardworking guy And he 
worked his tail off on that restructuring legislation and worked like the 
devil to make it work 

I understand you weren t there when the legislation was passed but 
what was driving the legislation 9 Generally a need for more 
competition 9 

I think a couple of things If you talk to different people you get 
different answers but there seems to be a consistency to it First of all 
you had deregulation of the airlines You had deregulation of the 
trucking industry You had deregulation as far as it went of natural 
gas Isn t it natural to take the next step 9 

Now they called it deregulation That s not correct because what 
we were talking about was really opening up wholesale markets but 
not opening up retail markets I think the appropriate nomenclature is 
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restructuring But I think it followed simply because it happened m 
other industries And California had the second or third highest 
electric utility rates in the country We knew at the Energy 
Commission that one of the reasons for this was the total 
ineffectiveness of the regulatory regiment at the Public Utilities 
Commission 

When I was doing an electricity report at the CEC we did a back 
of the envelope analysis As I mentioned yesterday we were trying to 
calculate the damages done by various pollutants We had a chief 
economist at the Energy Commission a fellow by the name of Sy 
Goldstone and I think Sy is still there at the Energy Commission 
He s one of these ABDs but a good researcher 

Sy did a back of the envelope calculation at a hearing and he said 
to me We don t need to place a value on any of these pollutants 
because the cost of generation and transmission and distribution of 
electricity is so low relative to the rates that are being charged that 
we ve already included in the rates all of these cost of pollution and 
even other things 

I said Sy are you sure 9 

And he said Yes I m positive We sat down and talked in more 
detail about it and it became abundantly clear to me that all these costs 
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were already there because the rates were so out of line with the cost 
that we knew and it had to be because of the way the regulatory 
authority functioned I think the PUC internally recognizes I know of 
ex PUC staffers who said Things were so bad that we knew that we 
were having inefficient regulation So restructuring couldn t make 
things worse 

As Gomer Pyle said Surprise surprise surprise Things were 
made worse But I think it was a surprise to a lot of people that things 
were made worse 

How does the Public Utilities Commission push the restructuring 
forward 9 What is the role of the commission m doing that 9 
The bill was pretty clear There shall be an independent system 
operator There shall be a Power Exchange or a power pool The 
Public Utilities Commission you are to see to it that we can open up 
these wholesale markets You are to ensure that utilities function 
according to the rules You are to ensure that if the utilities set up 
unregulated affiliates that the unregulated affiliates don t function to 
damage the restructuring process You are to make sure that the 
utilities function to increase competition at the wholesale level 

Everything was spelled out in the legislation We had a lot of 
things that we had to do but it was all in line with the legislation and 
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all along this yellow brick road that was really beautiful We made it 
possible for independent power producers to come into California 
because we enticed the utilities to sell off their fossil fuel generation 
They didn t have to do it but we enticed them to do it made it m their 
best interest financially to do it and so they did They were selling 
fossil fuel plants off at two to two and a half times their true value 
They were making a killing 

We were naive enough to—I don t know whether we ever did this 
in a decision I think we did but I tried to find it and I can t find it 
But our working model was that no single independent power producer 
could purchase more than 30 percent of a single utility s fossil 
generation 

So that we were naive enough to believe that if you had three— 
let s just say for argument s sake it was 33 percent That if you had 
three independent power producers they could go into Southern 
California area and one could buy 33 and a third percent of the 
megawatts generating station another could do that and another could 
do that could do the same thing That that would bring forth 
competition in the generation of electricity we were naive enough to 
believe that That assumed of course that A doesn t talk to B and B 


doesn t talk to C and A doesn t talk to C 
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We were learning as a regulatory commission about markets just 
like everybody else was learning about markets We didn t realize that 
people could withhold power from the Power Exchange and at the last 
moment they would then sell in They would sell to the ISO because 
the ISO needed power to keep the system up and operating and the 
ISO was under no obligation to purchase at any fair price They would 
purchase at whatever price was prevailing in the marketplace and 
withholding power raised the price of power So we were not very 
good economists 

What we didn t understand—let me dig this out because I ve 
earned this with me ever since the fiasco We didn t understand a 
quote from a very famous book People of the same trade seldom eat 
together even for merriment and diversion but the conversation ends 
in a conspiracy against the public or in some contnvance to raise 
pnees Its Adam Smith Wealth of Nations 1776 We didn t realize 
it I didn t realize it as a professional economist It went over my 
head I should have known better 

These guys that bought these power plants talk to each other 
They re all effectively—not all of them but they go by the genenc 
term of Texans Duke is from North Carolina but that s okay 
Texans are bad guys, they bought the power plants and they re all 
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located on the same street m Houston Do they talk to each other 7 
Yeah Do they talk about business 7 No of course not Well come 
on of course they did 

I happen to think that they conspired to withhold power supplies 
from the market which caused prices to rise in California Got me a 
little bit mad but there wasn t anything we could do about it after the 
fact But the flaw was in the legislation because utilities couldn t go 
out and contract separately 

What we should have done and this again was after the fact when 
we enticed the utilities to sell off their fossil generating stations we 
should have had tie in agreements We should have had contracts with 
the utility with the new owner of that facility to sell to the utility at a 
particular pnce or lower for the next x number of years 

I don t think we could have gotten away with that because the 
legislation said that utilities had to sell all their power generation mto 
the pool and buy all their power needs out of the pool so I think that 
precluded that kmd of bilateral contract But it would have been 
interesting to test that to see what would have happened in the 
legislature and/or m the courts But we didn t even think about that 
We just said Well they can only own 30 percent of whatever That 
will be enough to have competition They won t get together Well 
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clearly they do talk they did get together and the mess resulted from 
that 

How did the Utilities Commission encourage the California utilities to 
sell off their fossil fuels'? 

We made it if they could sell it off they could keep the profits These 
guys were able—I mean we didn t think Again this is there s a 
difference between a regulator and an entrepreneur Entrepreneurs are 
really bright people The successful ones make money That s why 
they re successful and that s why they survive Regulators generally 
don t have that ability That s why they re regulators They d be 
entrepreneurs if they had other ability 

We didn t realize that people would buy a power plant that was old 
and rundown at significantly more than its value We thought that the 
power plants would be sold off at what was still owed on the power 
plants so you could fully depreciation the power plant But no these 
guys were paying two two and a half three times Why were they 
doing that 9 They re stupid 

The utilities were taking the money and it became shareholder 
money so they were happy as clams And we enabled them to do this 
not knowing that this was the monies they would have gotten Then 
we said Stupid people buying these power plants Well they 
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bought power plants and then they withheld the supplies and they got 
that money back very very quickly 

What really burned me what really—I was fried And we 11 talk 
about this later today I m sure because I see it on the outline here 
about something that I did on January 4 2001 calling for the 
California Power Authonty That in and of itself is something we 
need to talk about in a little bit of depth 

But I was really fried because these independent power producers 
bought these power plants at two and a half times three times 
whatever the true value of the plants Those plants then went on the 
tax rolls at the purchase pnce A year or so after these plants were 
purchased every single one of those independent power producers 
went to the local tax assessors to try to get the value of those plants 
pushed back to the value on the books of the utilities They wanted to 
make more money I really got fried 
[End Tape 5 Side A] 

[Begin Tape 5 Side B] 

BILAS 111 repeat my last line I really got fried I really got fried So I mean 

there was no question that we were naive I was naive And we 
couldn t undo the legislation and the entrepreneurs took advantage of 
it They read the legislation They knew what it meant They knew 
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what utilities having to sell into and buy out of the market meant 
They knew that if they owned significant generation they could 
withhold They knew they could make money by withholding They 
bought up the power plants They withheld the power that made it 
sane for them to buy the power plants at the prices that they paid And 
they made a killing off of it and we were naive enough to go along 
with it 

You talked a little bit about the Power Exchange How does the ISO 
interact or fit into this equation 9 

The ISO is nothing other than when you had the three—well first of 
all you ve got more than three utilities You had three investor owned 
utilities and remember the legislation only affected the investor 
owned utilities So about 30 percent of California power is not 
covered by the legislation SMUD is not covered by the legislation 
LADWP Los Angeles Department of Water and Power is not covered 
by the legislation The City of Ukiah is not covered by the legislation 
These are municipal utilities 

Every utility has to have some kind of what s called a dispatch 
center Somebody s got to be there pushing the buttons to know what 
power plants to run what power to buy to make sure that there s 
adequate supply to meet the demand literally every minute of the day 
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So every utility has a dispatch center San Diego Gas & Electric had a 
dispatch center PG&E had a dispatch center Southern California 
Edison had a dispatch center 

The function of the ISO was to be the dispatch center for those 
three utilities So you now had a separate and larger dispatch center 
So their charge was to make sure the lights don t go out to make sure 
there s adequate power to keep the system up and operating to make 
sure that the right power flows are taking place so that there s power at 
all times of the day and that the power that s being sold and purchased 
through the Power Exchange is then controlled for usage by the 
independent system operator the dispatch center 
Who actually is the ISO 9 

It s a quasi private corporation It s set up by state government but 
it s sort of a private corporation And so was the Power Exchange as 
a matter of fact They were identical in terms of the way they were 
established so they could pay salaries much higher than state salaries 
They acted as private corporations Under some regulatory authority 
very narrow by the little board of three or four people I forget what it 
was called it was established at the same time through AB 1890 I 
forget what it was called now Electric something Board three man 
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operation a couple of staffers in Sacramento that was to oversee the 
ISO and the Power Exchange 

On paper this all sounds good But it seems to me that if you 
create a creature like the Power Exchange and as the creator of the 
legislation you conceptually have an idea that s the idea you keep 
The real world the players in that creation of yours may behave 
entirely differently from the way you ve perceived that they were to 
behave 

So the Power Exchange became an entity unto itself It decided 
here s what it s going to do Here s the things it s going to do If it 
needs legislative support they 11 lobby and get the legislative support 
ISO did the same thing Here s our charge but we really need to do 
this 

So the ISO became is an extremely powerful organization and it 
can literally thumb its nose at the legislature if it wishes to It 
sometimes incurs the wrath of the legislature but I would be shocked 
if the ISO CEO doesn t get paid seven digits I d be shocked I know 
the CEO of the Power Exchange did And this is a creation of 
government 

So all these entities are seeking power In the real world they 
were different from what I think they were conceived of when the 
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legislation was put together So the ISO has become a very powerful 
institution The Power Exchange of course disappeared It went 
belly up But all that demonstrated after the fact was you didn t need a 
Power Exchange m the first place because that s not the ways markets 
work Markets work by as I said early buyers and sellers getting 
together and signing contracts 

So originally the Power Exchange was actually buying and selling 
It would buy power 
It s essential 

Yes it was a pool It was just like anything on the Commodities 
Exchange m Chicago You sell oats into it People buy oats out of it 
And that s all it was 

And the ISO would have to work pretty closely with the— 

Yes of course but the ISO s job was technical There was nothing in 
the legislation that required the ISO to use anything other than 
technological principles There s no requirement to use economic 
principles 

I raised the question with an economist at Berkeley Sevenn 
Bomstein who has been very active in restructuring both pro and con 


I asked him Should the ISO function like air traffic control? 
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Let me go back The ISO is like air traffic control They are 
comparable Air traffic control makes sure planes get up and down 
ISO makes sure there s enough power to meet the demand So it s 
basically the same thing ISO makes sure the system doesn t crash 
Air traffic control makes sure the system doesn t crash 

I asked Sevenn Bomstem Should air traffic control get bids from 
airliners in the air and airliners on the ground to land and take off 7 
That is if a guy wants to land his plane a commercial airliner Umted 
Airlines Flight 707 wants to land in San Francisco should it bid and 
pay a fee established by air traffic control 7 Should a plane wanting to 
take off bid so you can move up in the queue 7 You can move around 
the queue by simply bidding 

He responded yes He thought that they should do that that that 
would make the system more efficient I think it s probably true 
except for the plane that s running out of fuel That s another story 
He d bid very high to get at the head of the queue and then worry 
about payment later 

But from an economist s standpoint that probably makes sense 
What I was getting at was—and his answer got me right to where I 
really wanted I didn t think he d answer the way he did but it got me 
to where I wanted to go—should the ISO have some economic criteria 
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rather than just technological 7 I thought the answer was yes and he 
agreed that the answer was yes but the ISO during the crisis did not 
use any economic criteria They just simply bought at whatever price 
and worried about who the hell was going to pay later The accounting 
was irrelevant to them because their mandate was to keep the lights 
on 

But somebody had to pay and it wound up that the utilities were 
paying That s why the utilities are in such bad shape financially 
because they wound up paying these exorbitant prices at which the 
ISO was buying They d simply just bill back to the utilities 
So the ISO was actually buying too 7 

Yes they had to buy to get to keep the lights on If you ve got a 
system that becomes shaky because you don t have enough power 
coming in they ve got to buy to keep the system stable You ve got to 
have some kind of voltage control to keep the system stable or the 
system may start to crash 

Are they buying when the Power Exchange is buying 7 
No they are buying out of the Exchange Of course the Exchange 
doesn t exist anymore When the Exchange went belly up they would 
buy directly They d just buy There was always a market There was 
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always somebody that had excess generation that would be willing to 
sell at whatever price the ISO would pay 

So the ISO at that point would buy out of the Exchange and then figure 
out how to distribute it to other utilities? 

Yeah yeah 

That seems very complicated 

But that s what a dispatch center does For example if you ve got a 
problem m Northern California if I m in the dispatch center at the 
independent system operator up in Folsom if I m there and Northern 
California needs some power I m going to try to buy that power in 
Northern California I m not going to buy it in Arizona because I ve 
got to bring it all the way from Arizona Now actually you don t 
bring—I mean electrons don t move they just sort of shake around 
But you want to get the power as close to home as you possibly can 
and so that s what they try to do 

That s what happens in any dispatch center In any dispatch 
center you shut off turn on power plants buy power accordmgto 
economic principles You buy or generate the least cost stuff first 
then the next then the next then the next then the next That s not 


what the ISO does So the ISO doesn t function as a—I think it would 
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like to say that it does but during the crisis it clearly did not function 
like a true dispatch center It didn t use economic criteria 
And utilities then purchased from the ISO 7 

I don t know what the accounting is but the utilities are billed by the 
ISO for the power that the ISO delivers to them 

Because it really changes the role of utilities it seems I m just trying 
to get a picture of the structure Utilities basically take what they re 
given is that correct 7 

Number one they generate their own stuff I don t know today I 
think they can to some extent buy some of their own power now But 
yeah there was a time where they d take what is given to them at a 
price that is passed through to the utility and the utility doesn t have 
control over the rates so the utility has got to come up with the 
difference The way to come up with the difference is you file Chapter 

II That s what happened So that s how the system functioned 
And Edison came very close to filing Chapter 11 They had to 

borrow a lot of money to stay out of bankruptcy court and PG&E said 
No we re going into bankruptcy court We re not going to borrow 
the money 

But that s the way the system operated You had your native load 


and then you were beholden to either the Power Exchange when it 
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existed buying out of that at whatever price and/or the ISO because 
the ISO was keeping the system operating technically efficiently 
And so they would just pass through the costs to the utility and if it 
wasn t covered by rates they had to pay for it themselves 
So by 1998 is that when the restructuring actually takes effect 1 ? 

Let me think I came on the commission in 97 and we had the 
celebration on April Fool s Day of 98 Actually it was supposed to 
be January 1 1998 and the institutions the ISO and the Power 
Exchange weren t up and running So we had to delay had to delay 
had to delay 

I remember I was sitting m a parking lot in Cloverdale on my way 
home on a Thursday afternoon I stopped in a parking lot in 
Cloverdale because I knew once I started over the hill I couldn t use 
my car phone So I had a conference call sitting in a parking lot 
talking about when we are going to open up the market It was 
decided that we would do it on March 31 1998 We didn t want to do 
it on April first because that s April Fool s Day So March 31 We 
purposely March 31 not April Fool s Day We didn t even realize 
then that the market was a day ahead market So the market didn t 
open up until April the first So we opened up the market Apnl the 


first 1998 
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It functioned well It functioned well for a while until everybody 
figured out how to play the game and once the independent power 
producers bought the power plants and figured out how to play the 
game things started to go haywire 

Some of these Texas companies Enron and Reliant did they have 
much of a presence at the commission or were they just doing the 
business side of things'? Did you have much interaction with them in 
those areas or were they behind the scenes'? 

Enron was probably more visible than the others Reliant was 
reasonably visible but Enron was the most mainly because their 
representative m Sacramento and San Francisco was a former manager 
at the Public Utilities Commission So he made it a point to 
occasionally give briefings to commissioners and to staffers who 
wanted it 

Do you recall his name*? 

Jeff Dasovich And I don t know where Jeff is today I understand 
that he s working with some other power company I don t know I 
hope he is He s a bright guy Jeff is really a bright guy and 
represented Enron quite well both m Sacramento and in San 
Francisco although Steve Peace didn t like him for a number of 
reasons and Jeff is not necessarily the easiest guy to like 
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But they were a presence In fact they were such a presence that I 
got to know Ken Lay reasonably well In fact I put together for the 
Western Economic Association meeting one of the years a panel of 
Gordon Smith from PG&E who was president of PG&E the utility 
Ken Lay from Enron Bob Michaels who is an economist at Cal State 
Fullerton who has been from the beginning involved in both gas and 
electricity restructuring very knowledgeable and consults all over the 
country and has an amazing teaching load at Cal State Fullerton I 
think he buys his time off from the consulting money that he makes 
And Michal Moore who is a friend of mine who took my place on the 
Energy Commission In fact Michal has a house here on the north 
coast He s now left the Energy Commission His term is over and 
he s working for the National Renewable Energy Lab m Golden 
Colorado but comes home lives right down the road m Albion and 
Michal and I ve become very good friends He s a Ph D economist as 
well 

So I had that nice panel and it was because of Jeff Dasovich and 
Enron s presence that we were able to get Ken Lay to come out from 
Houston to speak in Tahoe at a Western Economic Association annual 
meeting It was a well attended panel and that s when Enron was in 
its heyday and when Ken Lay was a respected CEO 
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What was your impression of Ken Lay 9 

I liked him Liked Jeff Skilling I met Jeff Skilling back when I was 
on the Energy Commission I was mvited to a weekend—I only spent 
one day there—with Enron executives This would have been in 
probably 92 93 when Enron was beginning to really develop as a 
major energy provider They had a retreat m Santa Barbara and I 
think it was a way to get some executives out of Houston in June to go 
to the California coast to play golf 

I was there on a Thursday night and Friday morning On Thursday 
night we had a little dinner and I gave a little talk on Fnday morning 
But we had a little dinner with executives and Jeff Skilling said to me 
Why did you vote for such and such at the Energy Commission 9 
I said I made a mistake 

Jeff said to the group That s the first time I ve ever heard a 
regulator admit he made a mistake Jeff and I became pretty good 
friends So I knew Jeff Skilling and I knew Ken Lay quite well I had 
a lot of respect for them I thought they were really bright guys at the 
cutting edge and they were They just went over the edge or they cut 
too much I m not sure 


CASTANEDA They were accused later of sort of arrogance Did you see any of that 9 
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I didn t no They weren t to me They might have been arrogant to a 
lot of people but they weren t to me Ken Lay is a Ph D economist 
from your school the University of Houston and I m a Ph D 
economist so we got along as economists I respected him as a CEO 
of a really vibrant growing corporation and he respected me as a 
commissioner 

Same way with Jeff Jeff Skilling had an M B A I think in 
business from the Harvard Busmess School That s redundant 
M B A in business is an M B A He had an M B A from Harvard 
Business School and he respected me as an economist and I thought 
he was a very nice guy In fact I saw Jeff only shortly before 
everything blew apart and he was the same person to me Saw him at 
a meeting in Houston He was the same person to me that he d always 
been So I thought they were really nice guys But there s obviously 
a different side which I never saw 

Did you get a sense that Ken Lay thought about markets as an 
economist or as a businessman 9 

As a businessman He could speak the economist line I mean clearly 
Look My dad was a business executive When I was going to 
graduate school my mother [had] died When I was going to graduate 
school he d call once in a while and we d talk We didn t have very 
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much in common We really didn t I was going to graduate school 
wife two kids He was living a bachelor s life in New York City as an 
executive I d say How s business 9 

He d say Competition stinks He was absolutely right There s 
not a single businessman that I ever met that likes competition but 
they 11 talk the game of competition But they want to become a 
monopolist 

Any businessman any CEO that doesn t want to become a 
monopolist ought to be fired by the shareholders But they 11 all speak 
the language of competition and Ken Lay was good at it because he 
was an economist He could speak it as an economist He d say Oh 
yes this guy really is an economist He believes in competition 
yadda yadda yadda Of course he doesn t believe in competition 

He was beholden to the shareholders and he played that game well 
until all of a sudden the shareholders got screwed There s been no 
trial there s no jury so I don t know At this point I think the better 
of Ken Lay and Jeff Skilling because I knew them personally and I 
didn t find them to be the kind of people that would do the things that 
allegedly they have done and that probably they did do I just don t 


know 
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So did you ever get the sense they were sort of strategizing about how 
to get ahead in California 7 

Oh Jeff Skilling always There s no question about that I don t 
know that much about Ken Lay but definitely Jeff Skilling There s 
no question that the group that he headed at Enron was m business to 
do one thing and one thing only and that s make a ton of money 
There s no question about that so he would develop strategies to make 
as much money as quickly as he possibly could All of the innovations 
that he put m and all the people that he brought in that were really 
innovators in forward markets and buying and selling stuff that you 
couldn t even see it was all done to make money [Short break] 

One of the things that I recalled living in Sacramento was watching 
ads on TV by Enron and they were advertising that in the near future 
residential customers would be able to buy—I don t know whether it 
was gas and electricity one or the other and those ads ran on TV for a 
while and then all of a sudden they were gone Do you know if they 
were planning to be an actual retailer in California 7 
Oh yeah Oh Enron was going to be a retailer in every utility you can 
think of wherever they could get away with it They wanted to sell 
electricity on a retail level They wanted to sell natural gas on a retail 
level They were getting into telecommunications because they were 
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originally a pipeline company so they had all these rights of way 
where they could lay fiber optic cable So they were thinking about 
going into telecommunications 

Ken Lay had a vision and the vision was to provide as close to 
one stop shopping for residential consumers as would be possible If 
he could have gotten into gas electric telecom and water and service 
your swimming pool and buy your groceries for you he d have done 
that thing and just send one bill per household so that all your 
household chores could be on one bill Enron was going to be the 
provider of that There was absolutely no question that that was I 
think the long term vision that he had 

Then what starts happemng to cause a problem with this whole 
restructuring 9 I know in 1998 there was a power shortage that turned 
out to be something caused by human mistake m San Francisco that it 
caused a shortage Maybe it s not significant in this issue but— 

If I recall 98 correctly and I may be wrong on this I think that was 

the power outage 

Yeah there was a power outage 

Yeah San Francisco s unique unique in a lot of ways as a matter of 
fact But in terms of electricity it s truly unique All the power that 
comes into San Francisco comes in from the South Bay All 
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transmission comes from the south So in the city or close to the city 
you may have some generating stations but that doesn t generate 
enough power So all the stuff has to come m from the south There s 
no transmission from the north So it s sort of isolated 

If something happens to transmission or in house generation you 
have an automatic power shortage And it happened that there was 
trouble when something happened with some of the transmission lines 
I m not quite sure what happened but there was a blackout I 
remember I was at the airport to fly to L A and we couldn t get out 
We were delayed a couple of hours before secondary power came on 
at the airport so the computers could go back up so they could get the 
planes off the ground But we investigated that and I forget what we 
found but there was clearly human error There was management 
problems and all kinds of technical problems but they were all caused 
by humans So it wasn t a shortage it was just an outage I suspect 
that the investigation may still be going on or PG&E may be paying 
the consequences from the investigation to this day 
Did that kind of outage raise any alarms or did it need to raise any 
alarms about electricity 9 

I don t think it raised any alarms to the people who knew the unique 
problem of San Francisco I mean the alarm was always there If 
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something happens to transmission coming up from the south San 
Francisco s dead because there s no alternative way There s no lines 
coming under the Bay from the East Bay There are no lmes coming 
from the North Bay So if something happens to the only transmission 
line San Francisco s in trouble I knew that when I was on the Energy 
Commission We kept telling the PUC this The PUC understood it 
but never did or could do anything about it 

Rates start going up I believe—is that true—after 1998 9 The idea is 
that rates will come down in restructuring 

In order for rates to go up the rates were frozen They were frozen at 
some predetermined level and the anticipation was that as we moved 
on in time with restructuring wholesale prices of electricity would 
come down because of competition in the wholesale market And 
obviously these wholesale prices that were lower would be passed 
through to the retail customers So it was anticipated that retail rates 
would go down 

In order for rates to go up well there s two ways around this In 
order for rates to go up the Public Utilities Commission has to 
approve it or they have to approve a surcharge but a surcharge 
technically is not a rate increase So if you have a proposed decision 
which increases rates then the actual rate goes up on your bill So 
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instead of paying five cents a kilowatt hour you pay six cents a 
kilowatt hour The way around that is to keep the rates at five cents a 
kilowatt hour and charge five dollar a month surcharge 

So there was upward pressure in the late nineties I don t know 
whether it was 98 or 99 but there began to be upward pressure on 
prices and that was then the PUC began to panic because we had to 
do something about rates because utilities were taking it in the shorts 
These things were being passed through directly to them So we had 
to begin to figure out ways of trying to keep utilities in business and 
that was when we had the big number of discussions and public 
decisions about increasing rates or increasing or adding surcharges to 
the bill 

Is this the time when Proposition 9 came about? 

I don t remember Prop 9 

It was a proposition to cut electnc rates to below the 1996 levels The 
date it may be later than what it shows on that outline Maybe it was 
earlier 

It might have been earlier I assume the proposition passed 
I don t think it did pass [Reading] Proposition 9 a consumer s 
dream fall 1998 


BILAS 


So my guess is that Proposition 9 probably didn t pass [Reading] 
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I don t believe it did pass I think I remember that Steve Peace was 
involved with that [Dr Bilas noted after the interview That was the 
proposition that Nettie Hoge of TURN and Michael Shames of UCAN 
claimed was defeated due to the pressure and money of the utilities ] 
Let s see [Reading] Proposition 9 promises lower rates for 
consumers yet could hit taxpayers with a liability of over six million 
dollars m bond payments savings in one pocket but a huge debt in the 
other I would guess that Prop 9 they were floating a bond issue 
now what the heck for 9 

I don t recall this Chris to be perfectly honest But what this 
appears to be all about is that in the restructuring legislation there was 
a promise that rates sometime out in the future would fall by 10 
percent I don t know which major consumer group was behind this 
but the consumer groups according to what this says argued that that 
10 percent reduction was too small and too late and so the way to get 
around that was to have a larger reduction right now which could be 
financed by the sale of bonds 

Then when people started analyzing the sale of the bonds the cost 
of the bonds would probably wipe out the savings that would be gotten 
through lowering rates right away That seems to be what it is 


It was probably TURN that supported that which is Towards 
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Utility Regulation Now They changed it It used to be Towards 
Utility Regulation Now and now it s called The Utility Reform 
Network I mentioned Nettie Hoge yesterday That s Nettie Hoge s 
operation They re just up the street on Van Ness from the Public 
Utilities Commission That is the big consumer advocate group So I 
suspect TURN supports that 

So as time moves forward after 98 there s increasing pressure on 
prices and that s because I guess in retrospect is some power being 
withheld 9 

The wholesale cost of power is going up for whatever reason Now I 
think the evidence although there s not been any court cases yet the 
evidence seems to indicate that there was withholding of power by the 
independent power producers So the cost of power is going up which 
means that at the frozen rates you can t retire the stranded costs 

See you had a frozen rate and then you had the wholesale cost of 
power plus a few additions and the difference would be the monies 
that would be used to get nd of the so called stranded cost that is 
simply stated the investments that utilities had made that have not yet 
been paid off Now it turned out that stranded costs became a stew 
Anything that could be thrown in the pot was thrown m and became a 


stranded cost 
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So as the wholesale costs go up the margin between the fixed rate 
and these rising costs 1 e stranded costs falls and falls and falls and 
falls On your bill your electric bill—you didn t get it m Sacramento 
because you re on SMUD—but on the electric bill there was a 
statement telling you what you paid each month for stranded costs 
What eventually happened was the costs exceeded the fixed rate 
and that meant that stranded costs became negative They weren t 
going down they were going up because all these additional dollars 
became stranded costs So that s when the system began to fall apart 
When people saw that on their bills 

Instead of having a positive stranded cost they had a negative number 
and you were still paying the fixed rate You were not paying any 
more You used so many kilowatts at six or seven or eight or nine or 
ten or twelve cents a kilowatt hour whatever it was and you were 
paying that part of the electric bill and all these other little surcharges 
but the stranded cost number became negative That was reverting 
back to the utilities and so the stranded costs instead of getting of 
smaller as was anticipated was getting bigger and bigger and bigger 
and bigger because they were absorbing all of the difference between 
the cost higher than the rate because they couldn t raise rates You 
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can t stay in business very long that way Buy high and sell low 
makes good sense to me [Laughter] 

So that did put a lot of pressure on the utilities At that point what are 
the independent power producers saying is causing the price to go up 9 
Was it shortage of natural gas that was used in the generation of 
electricity 9 

I don t recall precisely what anybody was saying but it s a dry year in 
the Northwest so you don t have the hydropower You don t have the 
hydropower m California because it s a dry year You have 
environmental problems m Arizona at Four Comers so you can t get 
all the coal fired power that you need The plants are old that the 
independent power producers purchased They had to have more 
downtime The price of natural gas was high 

When you cut through all of this stuff somebody wasn t delivering 
power Now whether it was the Northwest that wasn t delivering it or 
whether the gas fired independently owned power plants weren t 
delivering the power somebody wasn t delivering it I mean that s 
the bottom line There were ninety mne excuses ninety nine reasons 
I think the base reason is yet to be proven But my suspicion is that it 
was simply Company A talking to Company B talking to Company C 
and as I cited earlier that quote from Adam Smith they were 
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conspiring to raise prices and you do that by withholding supplies 
That s fundamentally what I think it is but that s up to a court of law 
to prove Dick Bilas can say what he believes but he doesn t have any 
proof He hasn t seen any data that suggests this Whether the data 
are available or not I don t know But that can only come out at a 
trial and eventually it may 

Then in December of 2000 we start to have blackouts 
Yeah there were a couple of rolling blackouts in California 
There was a fear of— 

And there was a potential One of the things that happened this is 
kind of interesting I go back to my days on the Energy Commission 
When the state began talking about restructuring the electric utility 
industry the Energy Commission came out with a statement saying 
this is the right thing to do and it s the right time to do it because we 11 
have adequate supplies of electricity into about 2000 2001 At that 
time there will have to be some new power plants built but if you 
restructure now there is a surplus of electricity on the market That s 
the right time to restructure and then you can work out the kinks 
And presumably new power plants will be built before this 
shortage that we were forecasting roughly ten years out in time will 
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come upon us The shortage actually came probably two years earlier 
than the CEC had anticipated 

But you sort of had a suspicion if you listened to the CEC that 
you re going to have to face up to the real possibility that by the turn 
of the century there s going to be a shortage of electricity unless new 
power plants are built 

So when we started to have some blackouts to me it wasn t a big 
shock Now it might have been a shock to a lot of other people but it 
wasn t a big shock to me because as a CEC member that was 
something that we had said would happen 

So the blackouts were anticipated and they were not necessarily a 
result of restructuring 

I don t know how you respond to that question because taking 
restructuring as an institutional change I guess you could argue that if 
we didn t restructure we wouldn t have had these blackouts But that 
presumes that if we didn t restructure power plants would have been 
built Now that either means that there would have been more 
cogeneration facilities or some independent power producers would 
have gone to the California Energy Commission to get a license to 
build a power plant or the Public Utilities Commission would order 
the utilities to build some power plants 
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I don t know what would have happened had there not been 
restructuring So I don t think we can say yes restructuring caused it 
That would be I think putting the blame maybe where it doesn t 
belong because the question you have to ask is were there no 
restructuring would there have been power plants built 9 
I think the public and maybe the legislature but the public sort of 
associated the two 

And I don t think that s the wrong thing to do I think when we went 
into restructuring we expected that independent power producers 
would build power plants As it turned out there was no need for 
them to build power plants because they were doing extremely well 
when you looked at the bottom line of their profit and loss statement 
So why would they build a power plant which would only serve to 
reduce prices when they were getting high prices 9 

So in that sense I suppose you can say yeah when we woke up to 
reality and found out that the independent producers could make a 
windfall gam there was no reason for them to build power plants On 
the other hand you can still argue why doesn t the utility regulator 
the PUC order power plants to be built 9 

We could have done that We didn t do that because we kept 
assuming that there would be power plants built and maybe that this 
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wasn t a real shortage it was just a bad several years in the Northwest 
And that s true There were awfully dry hydro years which were not 
anticipated and there was more growth in the Northwest than was 
anticipated so more of the power that was generated there stayed 
there and less could come to California So it was a confluence I 
think of a lot of events 

The PUC could order power plants to be built but you also— 

But even if you order them by the time you get a license and get the 
plants built you re talking three years So you discover a shortage 
today and the PUC says Edison build a power plant Edison s got 
to get a permit from the California Energy Commission they ve got to 
go through a public process to make sure that where they build it and 
the way it s being built is environmentally sound and is cost effective 
By the time you do all that you re talking a minimum of a year m the 
regulatory process to get the permit and then two years to build the 
power plant 

So if you wake up tomorrow morning and discover a shortage and 
you order a power plant okay you 11 get power maybe in three years 
You ve still got to find something to cover that three year period 
One person we haven t mentioned is Loretta Lynch When does she 


come onto the commission 7 
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BILAS Let s see Governor Davis was elected m 2002 and 98 so she would 

have come onboard probably late in 99 or early 2000 or thereabouts 
CASTANEDA Okay I ve got to switch 
[End of Tape 5 Side B] 

[Begin Tape 6 Side A] 

BILAS I saw his name someplace Where did I see it 9 I might have seen it in 

one of the things you showed me before It doesn t matter 
CASTANEDA Yeah that s in probably one of the other things 
BILAS It doesn t matter I m saying 99 or 2000 I don t know precisely 

when she came on I was president 98 and 99 She became president 
in 2000 in March She came on the end of 99 Yeah she came on the 
end of 99 

CASTANEDA What was her background? 

BILAS She had been a loyal Democrat I think from San Rafael but in that 

general area She worked for President Clinton either when he was a 
candidate or when he was m Washington and then she wound up m 
the Davis administration I don t know what her position was 
precisely in the Davis administration but she worked in Sacramento 
There were a couple of occasions in which we only had three members 


of the commission 
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What had happened was right after Davis was elected—he was 
elected in 98 so it would have been 99—two members of the 
commission s terms expired Conlon s and Jesse Kmght So we had 
Bilas Duque andNeeper three commissioners and it was hard to do 
business There were a couple occasions where we had critical votes 
and Davis would have sworn in two temporary commissioners and 
sent them down from Sacramento Then he appointed a couple Carl 
Wood and Joel Hyatt and Joel Hyatt left and Loretta Lynch was 
appomted So this would have been probably the end of 99 because 
she became president m I think March of2000 I was president m 
98 and 99 She became president in 2000 around March 

So she was there for a couple of months while I was still president 
although he could have appointed her president because the law had 
changed where the PUC doesn t elect the president where the 
president is appomted by the governor So I stayed on as president 
while she was learning what the PUC was all about and then all of 
sudden in March she became president But she had worked for Davis 
during the campaign and from the time he was elected She worked 
with him until she was appointed to the commission which would 


have been late 99 
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As the electricity problem is becommg more public how does the 
commission deal with that? And then you have the commission with I 
guess two new Democrats on the board 

It was a three to two vote How do we work? With difficulty The 
philosophy of Governor Davis appointees was quite different from the 
philosophy of the remaining Wilson appointees If they they’ bemg 
Commissioners Lynch and Wood saw a problem their solution was 
immediate command and control That s a serious philosophical 
difference 

What Neeper Duque and I wanted to do was to try to make 
changes in the system which would enable us to get out of the crisis 
still maintaining the semblance of open markets As an example let s 
get the governor to pass an executive order that enables the utilities to 
buy directly from suppliers and not have to go through the Power 
Exchange That is let s introduce bilateral contracts If it takes an act 
of the legislature let s do it but let s get it done Let the PUC try to 
do this Even if it may be contrary to the law let the PUC permit the 
utilities to enter into bilateral contracts circumventing the Power 
Exchange 

We got to a point where we came awfully close to letting the 
utilities do this to say to the utilities Go out and sign your own 
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contracts But the PUC staff insisted on a thirty day review period I 
wound up voting against that If you reach an agreement on the first 
day of the month March 1 st and the PUC staff doesn t come out with 
a finding that that s okay until the thirty first of March that deal is no 
good anymore That deal changes on March the second I mean the 
markets change so the March 1 st deal is no longer valid on March 
31st So if you couldn t let the utilities enter m when they wanted to 
and trust them then there s no sense even thinking about letting the 
utilities enter into bilateral contracts because the contracts will never 
be consummated because the PUC in its review will just effectively 
negate a contract 

So I voted against that and so that m its own was command and 
control We re going to control whether you re going to enter into a 
contract or not even though we say we re letting you enter into a 
contract So you began to see a philosophical change in the 
commission 

We always worked on a gentlemen s agreement and I upheld this 
as best I could as president and as a commissioner after my 
presidency was over that if a single member of the commission wishes 
to hold an item from one meeting to the next that the other 
commissioners would go along with that That was a gentlemen s 
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agreement that had been there the whole time I d been on the 
commission and so far as I know a number of years before I became a 
commissioner 

So what was happening was Commissioners Lynch and Wood 
would simply hold items and so you couldn t take any action The 
blame was somehow given to the Republicans but it was the two 
Democrats that were keeping items off the agenda 

You d go to some meetings where you d have a fifty item agenda 
and you d maybe only vote on two items because all the other items 
are held and people are sitting there waiting to have items voted on 
You read the held list and it was a joke because you have to announce 
the held list at the beginning of the meeting and it would be easier to 
announce the items you were going to vote on because that was always 
shorter than the held list So there was a lot of disruption in the 
business of the PUC 

She was able to hold them because she was president is that correct 9 
No Before she became president she could do it because it was 
gentlemen s agreement that I would not renege on It was probably 
stupid of me even in the final few months that I was president But I 
could have insisted that these items be voted on We could have voted 


from the dais to put an item back on and they d have lost three to two 
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But I thought personally that was really a bad thing to do because it 
would demonstrate to everybody in the public that there was real 
infighting at what used to be a harmonious Public Utilities 
Commission Now the irony is everybody knew that anyway It was 
no secret but I just refused to let us have a vote and embarrass people 
at the dais I just thought it was the wrong thing to do 
I m curious about the authority that the staff had 
Part of the proposed decision to permit utilities to enter into bilateral 
contracts with suppliers was that the staff of the PUC gets to review 
the terms of the contract for the protection of the consumer It sounds 
good but it also says that staff has more expertise in contracts than 
those people who negotiate contracts I find it difficult to buy that I 
don t think a member of the staff of the PUC has ever negotiated a 
contract at least not the kind of contracts that we were talking about 
where there were millions and millions and millions of dollars 
involved 

So my argument was you can t have that Not only doesn t it 
make sense logically it doesn t make sense economically because the 
contract that you negotiate on the first of the month is null and void by 
the end of the month null and void the next day for goodness sakes 
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So that was part and parcel of the proposed decision and it never got 
out 

In January of 2001 things get kind of active You agree to approve a 
10 percent rate increase but you condemn market manipulation 
Yeah let me tell you what it was This was taken the wrong way by 
the media and it was taken the wrong way by a person that I haven t 
had contact with for a couple of years and I used to regard him as a 
friend namely David Freeman David is now the head of the Power 
Authority and I knew David when he was the head of SMUD In fact 
I met David through Jim Schlesmger I was in Jim Schlesinger s 
office one day and he asked me if I knew David Freeman and I said 
no He said Well he s a good friend of mine He s going out to 
California to run SMUD 

David as soon as he got out to Sacramento called me and we got 
together and have been talking ever since and been I thought friends 
although he hasn t talked to me in a couple of years I still regard him 
as a friend 

But what was taken the wrong was I was mad I was really 
incensed because I came to believe that these guys were withholding 
power and we had to do something about rates We had to increase 
rates because as costs came up and you had a rate cap then the 
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stranded costs became negative and the utilities were the ones who 
were getting the red ink So we had to raise the rates to help the 
utilities keep the utilities whole I didn t want to do that but you had 
to do it It s the only thing that made sense from a bottom line 
perspective for the utilities because the utilities had to stay in 
business 

So I was mad at that I was mad at the fact right about the same 
time these independent power producers who paid as I mentioned 
earlier two and a half to three times the value of power plants to get 
the power plants were then going back to the tax assessors in the local 
jurisdictions trying to get the value earned on the books as the onginal 
value not the pnee that they paid because they wanted to get another 
windfall there So I was really upset 

And so I said I m going to approve this rate increase although I 
don t like to do it and I think I used the word collusion for which I 
was really admomshed by the independent power producers I think I 
said that They are probably colluding and I m upset about this and 
maybe it s time that we have a California Power Authonty which I 
was opposed to and still am opposed to even though it now exists 
Maybe it s time we have a California Power Authonty that has the 
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legal right to purchase on behalf of the state power plants at their fair 
market value 

Now the fair market value the independents were arguing was 
the price that was earned on the utility books not the price they paid 
for the power plants So I was effectively saying Here s a threat to 
you I m in favor of the state taking your property and paying you the 
value at which you want your property to be taxed And the way of 
doing this was through the California Power Authonty I didn t want a 
California Power Authonty but I wanted the message out there that I 
was upset that these guys were manipulating not only the market pnee 
but trying to get another windfall by paying taxes on what they wanted 
the pnee to be not what they had to pay So it was misconstrued but 
my heart was in the nght place 

They didn t do anything about it by the way They just laughed at 
me and they thumbed their nose at me and didn t do a thing didn t 
respond other than saying We re not colluding 
The Power Authonty would have actually owned generation facilities 9 
My threat was that they had the right to condemn property and just pay 
fair market value 


CASTANEDA And then operate them 
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And operate them which is what the Power Authority could do The 
Power Authority can build power plants They have the authority to 
build power plants I don t know who would operate them They 
don t have any staff to operate them but I suppose they could go out 
and rent an operator I suppose I don t know 
When was the Power Authority created 9 
This statement that I made was before the Power Authonty was 
created but I think shortly thereafter the Power Authonty was created 
because I remember David Freeman calling me saying I 
understanding you re in favor of the Power Authonty 

I said TSfo David I m not Even though you re the head of it and 
you re a friend I m not m favor of it Then I explained to him why I 
stated that I wanted the Power Authonty as a threat not as a promise 
How would that have worked alongside the ISO 9 
The Power Authonty exists That s just another agency You ve got 
the Power Authonty you ve got the CEC you ve got the PUC you ve 
got the ISO I guess that s what you ve got You ve got too many 
Then in January Governor Davis declares a state of emergency 
I don t know what actually transpired but he declared a state of 
emergency 

It was a political statement 
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I don t think much happened Things are going to hell in a hand 

basket and I don t know what to do about it 

The utilities are starting to get upset I guess they file suit against the 

Utilities Commission 

Yeah 

Is the basis of that suit restructuring 9 

The basis is You don t let us run our own business You don t let us 
enter into bilateral contracts You don t have rates sufficient for us to 
get nd of our stranded assets and you re sending us into bankruptcy 
So we re going to sue you 

And the Power Exchange goes under not too long after that 
Yeah I don t even know the reasons why but a lot of people made a 
lot of money because of the Power Exchange including some of the 
employees of the Power Exchange [Laughs] There were some well 
paid executives there and bnght people I must say they were bnght 
people but they regarded it as their own little fiefdom and ran it the 
way they wanted to run it When you create a bureaucracy like that 
and it is sort of quasi private they re going to do whatever they want 
to do 


CASTANEDA 


But do they receive their salary from the state 9 
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No they receive their salary from the difference between their costs 
and their revenues just like any other business 
This might be out of chronology but you were also a proponent of 
direct access is that correct 9 

Yes which is bilateral contracts Same thing I was going to use the 
term before but it s the same thing Direct access simply means that 
buyers and sellers get together 

So what California really did is create a lot of middlemen basically 
Yeah Under AB 1890 it was possible—and some people took 
advantage of this very few residential consumers some commercial 
and industrial—to enter into direct access deals That is Robinson 
May I think the department store entered into a direct access contract 
with Enron They bought directly from Enron It was distributed by 
Southern California Edison They had to pay distribution costs They 
bought their power from Enron and then Enron distributed it through 
Southern California So they got a different deal than they would have 
gotten through the PUC regulated rates 
But there weren t many industrial customers 9 
I would say that at the best there was something on the order of 20 to 
25 percent of large users that entered into direct access contracts At 
the very best at the residential level there was probably no more than 
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3 percent because the spread was so small that you couldn t save all 
that much money And the direct access contracts that individuals 
entered into as residential consumers were basically with Green 
Mountain Energy because they were selling green energy They were 
willing to pay maybe more for the energy than they would have had to 
pay had they not entered into direct access contracts because they were 
doing their bit for the environment 
Has direct access continued 9 

Direct access was legislatively killed I believe and the PUC also did 
something to kill direct access I m not sure whether it was the PUC 
or the legislature or a combination of the two that killed it The 
question that was raised was What about those people who are direct 
access customers 9 Depending upon when they became direct access 
customers some were permitted to stay as direct access customers and 
others were required to no longer be direct access customers There 
was a real controversy over that 

I think there was a piece of legislation and it wasn t clear as to 
what it really meant and so the PUC had to sort it out And I don t 
know today whether there are any direct access customers even large 
industrial users remaining in California I suspect that there may be 


but there are dam few 
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I saw reference to Rule 28 programs Does that mean anything to you? 
League of California Cities It may have nothing to do with what 
we re talking about The League of California Cities 
I m the worst person to ask about any rules under which the PUC 
operates [Laughs] That s why I had a staff 
This doesn t really say anything about what 28 was 
I don t know what Rule 28 is I simply don t know what it is 
Here s one of the articles when you made your statement 
Yes there s collusion I did use the word I thought I had Yeah 
there s my Adam Smith statement Whenever men of the same trade 
get together when they not do harm to the public Yeah Give the 
Power Authority the right of condemnation of fair market value over 
all state generation 

That seemed to make a strong impression on a lot of people 
Look When you get upset—I love the free market and I ve said it 
here I don t see a market working and you guys are the guys that 
can make it work and you re not And I m mad at you So make it 
work Well they didn t make it work They had more money than I 
did I guess I don t know [Laughs] 

That might have had something to do with it 
I m sure it did have a lot to do with it [Laughs] 


BILAS 
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The Department of Water Resources begins buying electricity under 
AB IX 

Yeah IX IX Y all this nonsense When the state was m serious 
trouble the governor I must say did not know what to do and I don t 
think anybody really knew what to advise him to do So he took it 
upon himself to say Okay the utilities are getting the shaft from the 
power producers Let s let the state buy on behalf of the consumers of 
the State of California I direct the Department of Water Resources to 
go out and buy power on behalf of the consumers and distribute it to 
the utilities who need the power 

The assumption is that somebody in the Department of Water 
Resources knows more about the buying and selling of electricity than 
do the utilities That was a hell of an assumption because it wasn t the 
case I mean it couldn t have been the case So my view it was a 
silly thing to do but it was done out of utter frustration on the part of 
the governor 

I wouldn t want to be governor under any circumstances but I sure 
as the devil would not have wanted to have been governor during the 
time of this energy crisis He wasn t getting advice from very solid 
people on energy He wasn t listening to the people on the Public 
Utilities Commission who wanted to try to fix the broken system He 
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was listening to people who were wishing for command and control 
and he fell into the command and control big black hole So out of 
frustration he ordered the Department of Water Resources to be the 
buyer without them having any knowledge of energy markets 
What authority 9 Why that agency m the first place 9 
I m shaking my head and not m an affirmative way I don t know If 
Pete Wilson were governor I could have picked up the phone and 
asked him why he did that More likely were he the governor he d 
have picked up the phone and called me and said Tell me why I 
should or shouldn t do this 

I didn t have any conversation with Governor Davis There were 
only two times that I spoke with the governor and that was the two 
times he was trying to lobby me to vote the way he wanted me to vote 
In one case I did and in one case I didn t It wasn t his lobbying that 
had an effect on my vote in either case But he never called me to ask 
me my advice so I don t know who he was getting advice from when 
he made this decision It seems to me that it s just the wrong decision 
to make It was a bad decision 

Would he have been talking to Loretta Lynch or someone like that 9 
I don t know I don t know The impression I got in public was that 
the governor was in contact with Commissioner Lynch but I got that 



299 


CASTANEDA 

BILAS 


through the mouth of Commissioner Lynch So I don t know I just 
don t know But I have to tell you in all honestly at about that time 
there appeared to be a serious falling out between the governor and 
Commissioner Lynch so I rather doubt that he was getting advice 
from Commissioner Lynch 
Do you know why the falling out took place 7 
I have bits and pieces and I really don t know but I think it s because 
some of the things that she was doing as president of the commission 
the governor and the governor s advisors did not agree with and 
neither he nor his advisors could get Commissioner Lynch to change 
what she was doing So I think that s the substance of the falling out 

But I want to go back on something because it s something that 
we—well actually it s coming up You ve got SB 33 coming up on 
the list but I think I want to introduce that now Chns if I may 
because SB 33 was a bill introduced by Senator Peace which gave to 
the governor the authonty to appoint the president of the Public 
Utilities Commission 

As we know from earlier discussion every year m open session 
the commission would elect its president out of its five members The 
governor got the authonty It didn t mean the governor had to use the 
authonty The governor got the authonty Nowhere did it say the 
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governor must use the authority so far as my reading of SB 33 is 
concerned I think it s the worst piece of legislation ever passed m the 
history of the State of California regarding energy without a doubt the 
worst because it took away the independence of the Public Utilities 
Commission and it literally gave all power at the Public Utilities 
Commission to the president not to the five commissioners as a group 
but to the president 

The president became the mouthpiece if you will the puppet if 
you will for the governor Now when I would do something wrong 
as president in the eyes of George Dunn who was Pete Wilson s chief 
of staff or in the eyes of Pete Wilson who was the chief executive 
officer of the State of California and whether we had an independent 
agency or not he still effectively was my boss because he appointed 
me If he was mad at me I d hear about it and there were a couple of 
times where I was taken out to the woodshed and spanked 

But I always had my opportunity to be independent I would 
explain to him why I did what I did I d tell him m advance that 
Sometimes I m going to do something as a commissioner that you 
may not like I can t speak for my colleagues but I can speak for me 
So we had an interaction He never ordered me to do anything SB 33 
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changed all of that The governor can order the president to do 
something If you don t do it 111 remove you 

The commission lost its independence and it will never get it back 
It was a big mistake Why it was ever done I don t have the foggiest 
idea but it was a bad piece of legislation done at the wrong time 
And that was Steve Peace 9 

That was Peace s legislation The model that he used was the chair of 
the CEC is appointed by the governor why shouldn t the president of 
the PUC be appointed And I didn t go public on this because there 
wasn t any reason to If I went public and gave my feelings it didn t 
matter because the piece of legislation was going to pass It was a 
Democrat dominated legislature It was a Democrat governor It was 
going to pass and so why argue against it But anybody that was a 
follower of the PUC was saying It s a bad piece of legislation and 
it s going to hurt the commission and it has 

It s helped some vested interests who can get to the governor So I 
think what happened was the governor thought he had control over 
Loretta Lynch and he didn t So what he was waiting for was either 
Jeff Brown to say that he d be willing to be president and Jeff 
apparently was unwilling to become president Carl Wood was not 
ever thought of I believe as being material to be president of the 
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Public Utilities Commission at least in the governor s eyes He 
wouldn t have asked Henry Duque who was a Republican He 
wouldn t have asked me a Republican to serve so he was stuck with 
Loretta 

And so they argued back and forth and when he had the first 
opportunity when I left in March of 2002 he could have appointed 
Mike Peavey When he appointed Mike Peavey in my position he 
could have appointed Mike Peavey as president I don t know to this 
day why he waited until the first of this year to do it That 111 never 
understand but it might have had something to do with politics and 
getting Peavey—as I think about it Peavey filled out my term So he 
didn t have to go before the Senate for confirmation because you have 
a year to be confirmed 

I left in March and my term was over in the end of December so 
there s no reason for confirmation So I think he wanted to wait until 
Peavey was confirmed Peavey was confirmed early in 2003 when he 
began a new term because the governor reappointed him When he 
got confirmed then he made Peavey president I don t think he 
wanted to put Peavey m jeopardy by making him president and 
perhaps incurring the wrath of some of the members of the Senate who 
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might vote against him in confirmation So I think it was a political 
thing But I know he wanted to remove Loretta as president 
I just want to review a couple of things We 11 come back to that 
Sure 

The more I think about it now having the Department of Water 
Resources purchase electricity that s also where the big deficit comes 
into play because they re buying electricity at very very high prices 
and maybe they don t really know what they re doing 
They don t know what they re doing 

It s true that maybe nobody knows exactly what to do but why not 
have somebody connected with the ISO be involved? 

I ve heard this I don t know whether this is true It s an interesting 
story even if it isn t true that there was one woman m the Department 
of Water Resources sitting m front of a computer not knowing 
anything about energy markets who was trying to be the purchaser on 
behalf of the consumers of the State of California I ve heard that 
story If it s not true it s got to be close to being true 

If you ve got a crisis I don t care what your political persuasion is 
it s totally irrelevant If you ve got an incident which is a real crisis it 
seems to me as the chief executive officer you say Find me the best 
person or persons to get me out of this crisis 
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Who knows the most in the State of California or who ought to 
know the most in the State of California about the electric utility 
industry? Answer is simple Electric utility executives period 
So the answer is academic You don t go to the Department of 
Water Resources You go to PG&E you go to SDG&E you go to 
SCE and say Buy power and buy it as cheaply as you can An 
executive order could have done that Didn t happen Don t know 
why Can t understand why it didn t happen The utilities can t 
understand why it didn t happen That s why PG&E is in bankruptcy 
That s why Edison almost went into bankruptcy It had to cut a deal 
with the State of California to keep from going into bankruptcy 
The only one that came out of this decently was SDG&E because 
they paid off their stranded costs early and were out from under the 
rate freeze early The others couldn t pay off their stranded costs and 
you couldn t get out from under the rate freeze until you paid off the 
stranded costs which sent them into bankruptcy 

This is a subject for numerous doctoral dissertations 
Yeah it is That s true 

If people in graduate school are not writing doctoral dissertations on 
the energy fiasco in the State of California there s some advisors in 
econ departments and political science departments and history 
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departments that are missing a really good bet because this is just an 
area npe for doctoral dissertations And I suspect that there are some 
of them being written 

It is And people will look at your interview 
I hope they do I certainly hope they do 

It s not too much longer when Enron their stock price starts falling 
and they go into bankruptcy 

I don t know the Enron deal I really don t It just absolutely 
collapsed I mean the whole system collapsed and I don t know I 
can understand why the utilities collapsed and I can understand why 
the legislation didn t work I can t for the life of me understand the 
Enron—well I can make an argument or I can put out a hypothesis as 
to why Enron collapsed That I can do I think the hypothesis is full 
of holes but I can make one There s a body of economic theory that 
is usually ignored It s in all of the microeconomic literature from the 
introductory course to the intermediate course to graduate school And 
that is that as you move into what economists refer to as the long run 
long run average costs fall as output increases and fall and fall and 
fall At some place at some level of output long run average costs 
begin to rise That is you move from what we call economies of scale 


to diseconomies of scale 
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The only explanation for diseconomies of scale was given by I 
think it was Professor Chamberlin at Harvard m a book entitled 
Monopolistic Competition Diseconomies of scale according to him 
and I think this is the prevailing theory today come about because of 
the pyramiding of management You get so big that it becomes 
extremely difficult to make decisions So that instead of having two 
managers report to one and one reporting to another you ve got six 
reporting to five reporting to four reporting to three reporting to two 
till the guy at the top finally figures out what s going on 

Enron expanded so much into so many different areas that the left 
hand literally didn t know what the right hand was doing So I think 
one of the reasons that can be given from a textbook theory is that the 
pyramiding of management became so great that they couldn t make 
decisions 

If I subscribe to this hypothesis then it tells me that Ken Lay 
didn t know what was going on I can t convince myself that Ken Lay 
didn t know what was going on If I could convince myself of that 
Chamberlin s theory would be appropnate and everything would be 
fine 

I think what really happened with Enron and with others they were 


bringing in tons of money Where the hell did it all go 9 They were 
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going into all different kinds of operations and they were going into 
some shady deals off the balance sheet They were taking 
stockholders money and doing things off the balance sheet that they 
had no legal right to do And I think it just caught up with them They 
got into some deals where they lost money and began to pyramid And 
they lost money and they lost money and they lost money 

And they borrowed money to make up for the losses and who did 
they borrow from 1 ? They have to take it from the shareholders And 
they would take it from the 401(k) s that the employees had They 
needed the money They had control over that took the money out of 
there They were getting into too many deals some of which were 
legitimate some of which were illegitimate but I think in final 
analysis I think you could make an argument that this manager didn t 
know what this manager was doing and frankly didn t care 

There were no checks and balance and if this guy saw an 
opportunity to make a fast buck he was going to do it And it wasn t 
his money that he as piddling away it was somebody else s That s 
what I think happened 

Enron wasn t the only one but they were the greatest abuser of 
this The others I think got into trouble simply because they were 
raking in some money m California and spending it someplace else 
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and investing in things they probably had no right investing m 
Reliant is still around Mirant is still around Duke is still around AES 
is still around and maybe Calpme is still around They may be in 
short term financial difficulty but they re still around No one that I 
know of has gone the route of Enron 

This is not in defense of Enron by any extreme Enron had some 
pretty clever thinkers and left to their own devices they were allowed 
to think and to do Thinking was one thing domg was another and if 
the guy at the top doesn t know what—I mean for example I had 
great respect for both Ken Lay and Jeff Skilling I don t think Ken 
Lay knew what Jeff Skilling was domg and I don t think Jeff Skilling 
cared whether Ken Lay knew what Jeff Skilling was domg And Jeff 
Skilling didn t know what Ken Lay was doing and I don t think he 
cared They were working in their own little arenas And if it were 
illegal so be it They didn t care They were making money for 
themselves and I think they hoped they were making money for the 
stockholders as well but it turned out of course they weren t Maybe 
that s justice except for the poor people that lost all their money in 
their 40 l(k) s 

But in defense—not a strong defense however—in defense of 
these shady guys if indeed they turn out to be shady guys and we ve 
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yet to have trials although I wish there would be some I find it 
strange that Martha Stewart is indicted and Ken Lay is not Now 
maybe Ken Lay is going to be I m not a Martha Stewart fan and 
when she makes $48 000 on a deal that s peanuts And Ken Lay 
makes millions and millions and millions of dollars that am t peanuts 
So I m a little bit upset here 

I guess the bottom line is there s got to be some day of reckoning 
But in defense of these people as I say a weak defense if I m an 
employee of a corporation and I have a 401(k) would I put all of my 
money in the stock of the corporation for which I work 7 I mean one 
of the first rules of investment is you diversify That s why people go 
into mutual funds because they re diversified 

So I would like to think that were I an employee of Enron I would 
not be buying stock in Enron exclusively I d be putting my 401 (k) 
monies in maybe Reliant but I d be putting it someplace else So 
that s a weak defense It s not an excuse by any means because 
there s no excuse for what—if these guys did things that were illegal 
there s no excuse for that And as I say there s got to be a tnal before 
we find that out or a senes of tnals 
Yeah it will be interesting to see what happens with that 


BILAS 


It will Something better happen 
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CASTANEDA Yeah if anything happens 

Just looking at the utility commission I guess some rates are 
raised 

BILAS Surcharges The rates weren t raised there were surcharges What 

PG&E and Edison customers have on their bills are a set of rates and 
then surcharges because they technically didn t change the rates but 
the surcharges are making up a significant amount of the shortfall 

[End Tape 6 Side A] 

[Begin Tape 6 Side B] 

CASTANEDA So you resigned in March of 2002 

BILAS March of 2002 

CASTANEDA October of 2001 Utility Commission rejects a sale of 12 million 

dollars in bonds to pay for power purchase with tax dollars Was there 
an issue of using bond money to pay for the electricity purchases'? 

Was that a big issue 7 Twelve million is not very much in the big 
scheme of things 

BILAS It was not I think there were some questions on the terms and 

conditions of the bonds as I recall that caused the commission to 
reject the sale of the bonds 

CASTANEDA I wonder if that is [twelve] million [It actually was billion ] 
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I don t know I don t know It doesn t matter It was not over the 
size it was over the terms and conditions 

Looking back it s in about this time that the restructuring sort of 
comes to an end Does it officially come to an end*? The direct access 
is halted 

The direct access is done 

The Power Exchange becomes defunct 

The Power Exchange is dead What we ve got is a system now in 
which slowly but surely utilities first of all there s the bankruptcy 
proceeding with PG&E that s ongomg and that has to be resolved 
There is some legal action on the part of Edison that has yet to be 
resolved But slowly but surely the state is giving back to the utilities 
the ability to operate as utilities but as utilities m pretty much the 
classic sense a heavily regulated utility regulated by the Public 
Utilities Commission even though the utilities are fundamentally 
transmission and distribution companies The only generation that the 
utilities have control over are nukes and hydro because all the gas 
fired plants are gone But we re getting back to a point where the 
utilities are being permitted to function as utilities m the classic sense 


CASTANEDA So AB 1890 is basically— 
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Is basically dead it s unraveled and is gone It will go down in 
history as a gallant attempt to restructure the wholesale electricity 
markets in California 

But I have to add this word If you attempt to open up wholesale 
markets to competition and you freeze retail rates it seems to me 
there s an automatic gamble and the gamble is that wholesale rates 
will never be greater than retail rates So if you learn a lesson from 
AB 1890 it s not the flaw with the Power Exchange which I think 
was a flaw It s not the flaw by not permitting bilateral contracts 
which I think was a flaw It s not the flaw that required utilities to sell 
into and buy out of the Power Exchange though that was a serious 
flaw It was the fact that you open up wholesale markets to 
competition on the assumption that wholesale prices are always going 
to fall and you don t open up retail markets to competition so that 
retail prices can only go down They can t go up It s a fatal flaw 
Why was that put in 9 Was that just basically a consumenst thing 9 
Oh yeah to appease the consumer We re going to freeze your rates 
In fact we re going to guarantee you a 10 percent rate reduction m two 
years or one year or whatever it is 

Then Prop 9 came along and said No it s not fast enough and not 


enough But it was a tradeoff to appease the consumer 
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So we get all these people sitting at that table in August of 1995 
Everybody had to get something and the consumers were assured that 
the retail rates wouldn t go up But then you open up the wholesale 
market to competition and you say retail rates are frozen They can 
go down but they can t go up Well the wholesale market went 
haywire the retail rates couldn t go up and utilities are in the red 
Simple lesson Buy high sell low right? 

So deregulation is not the right term 

It s restructuring We didn t deregulate We tned to deregulate the 
wholesale market but not the retail market So we just restructured 
We moved the deck chairs around the Titanic That s effectively what 
we did And in the process of moving the deck chairs around the 
Titanic we sunk the Titanic But we put all the deck chairs in one 
comer and just tipped it over because the state gambled that wholesale 
markets were always going to have falling prices 
So that would be the most significant flaw m your perspective 
Yeah It became very clear to people early on after the debate was 
over after restructuring began when we opened up markets the 
question that people were asking is When are we going to open up 
retail markets to competition? You can t have wholesale markets 
being opened up and retail markets being controlled You can t do 



CASTANEDA 

BILAS 

CASTANEDA 

BILAS 


314 


that You can t do that California taught the rest of the world you 
can t do that 

You say this is a potential problem back in 96 98 
Um hmm 

There s nothing you can do about it because you re implementing the 
law 

Can t do anything about it Can t do anything about it I mean do I 
go up to Sacramento sit before the Senate Energy Committee and say 
Look You ve got to change the law because it stinks 7 And there s 
nothing else you could say 

And they d say Well why*? 

Well because of this this this and this 
Well but this is compromise This is what everybody wanted 
Okay everybody s going to pay the price And we re paying the 
pnce 

This is a long term problem We re talking present value 
something on the order of 12 billion dollars that has to be provided for 
and it s going to be paid for by ratepayers regardless of bonds or not 
There s 12 billion dollars out there that ratepayers are going to pay for 
and you add that on to a 36 billion dollar today state debt you re 
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talking a lot of red ink that s going to be paid for by the same people 

The ratepayer is also the taxpayer It s a mess 

In early 2003 you resign 

Yes Now ask me why I resigned 

Okay Why did you resign 9 

[Laughs] To be very honest there were probably three or four reasons 
One was my wife was having some emotional problems and was 
suffering from depression and I sensed that the more I was home the 
better off she was Now she will probably argue that that s not the 
case although I m not sure of the strength of her arguments how 
strong her arguments would be 

I had driven back and forth to San Francisco for five years That s 
a tedious drive twice a week And I got up one morning m November 
of 2002 and it was raining and I was driving along Highway 128 
from Highway I to Highway 101 and it was dark and dreary and 
miserable and I asked myself a question I knew that once I asked 
myself this question I knew this from the first day I drove down m 
97 if I ever asked myself this question I know what the answer is 
And the question was why am I doing this 9 The answer was very 
clear Don t do it anymore 
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I was frustrated I was losing every major vote three to two I had 
less than a year to go I felt that my wife needed me I had some 
upcoming surgery I had a cancerous growth on my nose had to have 
plastic surgery Looking at my nose you d probably never know it 
now but they took something off that was about a centimeter in 
diameter It was a little tumor Got it all fortunately and had that 
upcoming And Ijust said This is the right time 

I ve always known in any job that I ve had—and I think I said 
earlier in this interview—I might not have said it on the interview but 
111 say it now in case its not on the tapes earlier I don t think I ve 
ever worked a day in my life I ve been fortunate enough to be an 
academic who was able to teach the classes he wanted and whenever 
he didn t like it he went someplace else so that he could say I m 
really not working I m having fun 

So when I got to the point where I wasn t having fun anymore it 
was time to seriously consider leaving So everything came together 
in probably November 2002 I stuck it out as long as I could and then 
I finally said Ijust can t do it anymore It s over I know you 11 
survive without me 

People said to me How can you do that 9 You re so important 


and so necessary 
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I said Look 111 be gone five minutes and everybody will have 
forgotten me and I will have forgotten this place because I don t need 
it anymore And I didn t need it then and I don t need it now 

I m very happy to be out of there and I m at ease with myself My 
family life is fine although Janet was severely ill this last December 
almost died but the Lord was on her side and she survived and she s 
doing well And I m very happy to be here m Mendocmo 
And you re still active You re president of the board of the 
Mendocmo Art Center 

President of the board of the Mendocmo Art Center I m the treasurer 
of board of the Community Foundation of Mendocmo County These 
are two wonderful organizations I m enjoying both of these things 
immensely I know nothing about art I can draw a picture of Bugs 
Bunny and that s it My wife s an artist and that s why I got 
interested in the Art Center because they were having financial 
problems And so I offered to help and before I knew it I was on the 
board and all of a sudden president I love the place I give money to 
the Art Center a lot of money a lot more than I can afford to give but 
I think it s a good cause It s a nonprofit organization that needs help 


and I have the time to do it 
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The Community Foundation is a nonprofit that is working for the 
improvement of Mendocino County and I was honored to be asked to 
serve on the board and more than honored to be elected treasurer of the 
board So I m keeping out of trouble and I m perfectly happy doing 
it I am doing some consulting 
With the Coactive 9 

The Coactive is gone Coactive was a small startup company in 
Sausalito that a friend of mine asked if I would serve on the advisory 
board I was still on the PUC at the time I said I d like to but I 
don t know that I legally can So we went through an extensive 
search through our general counsel at the Public Utilities Commission 
Yes it turned out that I could do that I was compensated for it I 
think I got a couple hundred dollars every once in a while to attend an 
advisory meeting It was a small startup company that had some great 
technology They could not unfortunately raise the necessary capital 
to expand and they eventually sold out to another corporation 

So my days as an advisor to Coactive lasted about a year and that 
was fun I met some interesting people looked at a great technology 
technology where you could be in your office and you could do your 
laundry at home or you could turn the air conditioner up or down from 
your computer in the office It was just wonderful had great 
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wasn t serious enough all the time I would admonish them by saying 
If you re serious all your life you re missing a lot of life If you 
can t kid yourself or can t laugh at yourself—and I never laughed as 
best I know as I best recall I would never laugh at anybody else I 
might have done it privately but I don t think I ever publicly laughed 
at anybody else But I publicly laughed at myself on a number of 
occasions 

I think people would agree that I did the best that I could worked 
hard for the ratepayers of the State of California and for the economic 
development of the State of California So I have no regrets had a 
good time and as I say even at my age—I think I can say this m all 
honesty If Pete Wilson were magically governor of California and he 
called me nght now and said Dick I want you back in San 
Francisco I d go I have that much affection for the man and it s 
more that than anything else I think It s knowing that you re working 
for and with the nght people for the right cause That s basically what 
I got out of it and I wouldn t trade it for anything 
You did serve for a time as energy advisor to Bill Simon is that 
correct 9 

Yes I did When he was running for governor he asked—he didn t 
ask directly Through one of his advisors I was asked if I would help 
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technology and it s being used It s being used around the world So 
they were a nice group of young men young women so I had some 
fun with them 

My activities right now are mainly the Mendocino Arts Center and 
the Community Foundation of Mendocino County and a little bit of 
consulting but not very much 

Looking back over your years as a policymaker and in regulation do 
you have any sort of overarching perspectives 9 
I loved what I was doing right up to the end when all of a sudden it 
became a drag It opened up vistas that I never could have dreamt of 
If I had the opportunity to do it again even at age sixty eight I think I 
would consider doing it again because I think I can honestly say and 
that the people with whom I dealt staff and participants m proceedings 
at both commissions would be able to say He worked hard and he 
really worked to make the State of California better And m my 
heart I truly believe that that s what I did I didn t always do the right 
thing but I was always willing to admit as best I could when I really 
knew I made a mistake I was willing to say it and I was willing to say 
it publicly 

I think a number of people with whom I worked would get upset 
with me because I would laugh at myself and they were upset that I 
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out on developing an energy policy And there were a small group of 
us that worked pretty hard on this By the time they decided they had 
a working policy the election was over I kept trying to convince 
them that It doesn t matter what your energy policy is just so long as 
it s 180 degrees different from Governor Davis It doesn t matter 
Just whatever he says say the opposite They wanted to refine it and 
refine it and refine it and by the time his staff refined what several of 
us had put together the election was over and Bill Simon 
unfortunately had lost I found him to be a very interesting man and a 
very nice man as a matter of fact and he probably would have made a 
good governor 

Thank you very much for your time 

Chris it s been absolutely delightful I had no idea it would be so 

much fun and it s been a ton of fun It really has 

You mentioned vista and I think you ve ended up at the best vista of 

all 

Well yeah I think I have and it s nice to be m Mendocino and it s 
mce to be able to look out on a clear day and see the ocean and see the 
sun and just enjoy a lot of privacy Janet and I both love it here and 
hopefully we 11 be able to stay here the rest of our lives 


CASTANEDA Thank you 



322 


BILAS Thank you 

[End Tape 6 Side B] 



